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aus paper is an outline of some 
--& observations made during a recent 
“fip overseas. Although the major 
a of the discussion deals with the 
Bicstriat accountant, some references 
‘gre made to the impact of changes on 
public accountants as well. 


) Let me stress from the outset that 
these observations are based on prac- 
ices and trends in the United States 
of America. While I also spent time 
examining developments in Great Bri- 
tain and certain parts of Western 
Europe, the most significant changes, 
ee are occurring in the United 
8. 


_ May I first draw your attention to 
e title of the paper: The Accountant’s 
in a Period of Accelerated Change. 
e important word is “accelerated.” 
ere is no doubt that this is a period 
of change. When one considers, how- 
éver, the developments to which I will 
tefer I believe that there will be few 
Who will deny that it is a period of ac- 
telerated change. Furthermore, it is 
fot surprising to find that the account- 
ant has not been unaffected by this 
fate of change. 


Managerial Accounting. 


' First of all let us consider the sub- 
ject of managerial accounting, or as it 
might otherwise be called, accounting 
for management. This is a topic which 

been reported on in the Produc- 
tivity Report entitled “Management 
Accounting,” by the specialist team 
from Great Britain which visited the 
United States in 1950. What I am go- 
ing to cover in this section of the paper 

not add greatly to that report. 
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The subject is of such importance, how- 
ever, that I am re-stressing some of the 
findings of the Productivity Committee 
and supporting them with my own ob- 
servations. 


The most significant developments in 
this phase of American industrial ac- 
counting practices are not techniques 
of which we have not heard or which 
many of us have not practised in our 
Australian industries. The outstand- 
ing difference between our own activi- 
ties and those of our American counter- 
part springs from a basic management 
philosophy. The effects of this philo- 
sophy are reflected in the managerial 
control information which is supplied 
by the industrial accountant to all levels 
of management. 


I am not going to attempt an aca- 
demic definition of “management” but 
there is a tenet which expresses the 
more enlightened approach to manage- 
ment problems. The tenet is “manage- 
ment is based on measurement plus con- 
trol.” Before control can be exercised 
measurement must take place. 


From the outset we must recognise 
that measurement in itself is not con- 
trol. Unfortunately one finds that in 
this country measurement is regarded 
by too many accountants as the end 
result. For some reason many of us 
believe that the preparation of a Pro- 
fit and Loss Account and a Balance 
Sheet is our primary objective. These 
reports are only a small part of the 
duties of a management-minded ac- 
countant. 


With the recognition by overseas 
management of the importance of 
measurement plus control it is not sur- 
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prising to find functional heads of com- 
panies seeking assistance in their day- 
to-day problems. There are many 
reasons why management needs help 
today: business is becoming more com- 
plex; we have changing money levels, 
increased competition, and more and 
more human relations problems, and so 
on. Yes, management wants help. 
American management is no different 
in this connection from Australian 
management. 


One of the largest market research 
organizations in the United States re- 
cently calculated that management de- 
cisions based other than on facts were 
right approximately 52% of the time. 
It added, however, that as one could 
probably be correct 50% of the time by 
tossing a coin, the need for facts was 
obvious. Probably to a greater degree 
than anyone else in industry, the ac- 
countant can supply these facts for 
management, and I believe that the 
realisation of this situation has largely 
led to the participation in management 
by the industrial accountant. 


One of the most noticeable things in 
the management sphere is the type of 
matter to which the various levels of 
management pay most attention. At 
top level we find that more and more 
emphasis and attention is paid to fore- 
casts than to past results. It is true 
that top management is concerned with 
reviewing what has happened, but 
basically this interest arises because 
of its desire to know where the busi- 
ness is going rather than why it is in 
the present situation. The “why it is 
in the present situation” question is the 
problem for lower levels of manage- 
ment. As is to be expected, with top 
management giving such attention to 
the future of the enterprise, the em- 
phasis that one finds on budgetary 
control is undoubtedly greater than we 
find in most but not all organisations 
in Australia. Let us spend a few 
minutes looking at this subject of bud- 
getary control. 


As you most probably all know, the 
earliest developments in budgeting were 
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the fixed budgets. Experience soon re- 
vealed, however, the disabilities of the 
fixed budget. The newer approach of 
flexible or variable budgeting set out 
to determine what results should be 
achieved for various levels of activity, 
The flexible or variable budget had its 
disadvantages too. It did not in itself 
act as a target but it did offer the 
means of measuring performance 
against a yardstick. Hence the trend 
became one of budgeting both on a 
fixed and flexible basis, and this is 
the basic use of the budgetary tool 
which one now finds in the more pro- 
gressive organizations overseas. [ 
know that some of our progressive com- 
panies here are pursuing this practice, 
but it is far more prevalent in the 
United States. 


Another very significant aspect of 
the budgetary control procedures is 
the extent to which functional respon- 
sibilities are tied into the budgets 
themselves. This involves the partici- 
pation of the line personnel in the set- 
ting of standards and budget allow- 
ances. With the emphasis on the 
measurement of functional results 
against yardsticks, we see the applica- 
tion of the philosophy of management 
being based on measurement plus con- 
trol. Here it is necessary to realise 
that the accountant does not attempt 
the control. His job is to supply the 
measurement and the means by which 
the line supervisor can maintain con- 
trol. The overseas accountant realises 
his own limitations and recognises that 
he is not responsible for the control of 
line activities. His real role is that of 
an analyst, interpreter and catalyst to 
all levels of management. As a result, 
it is most pleasing to see the friendli- 
ness and co-operation which exists be- 
tween the controller’s department and 
the various line supervisors. There is 
no doubt that the accounting division 
is looked upon as an essential service 
and is part of the management team. 


More and more emphasis today is 
being placed on the production of basic 
information rather than lengthy narra- 
tive style reports for all levels of 
management. The controller’s detailed 
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knowledge is used in the discussions re- 
lating to the basic information. 


One very surprising development 
which I saw in a quite large Chicago 
company was that all departmental 
supervisors actually prepared the ope- 
rator indices, labour efficiency reports, 
etc. with the assistance of their own 
departmental staff. This I thought was 
a very significant development. The 
company claimed that the outcome of 
the decentralisation of control activi- 
ties was the very much greater import- 
ance attached to the results by the line 
supervisors themselves. The controller 
and the standards division in the com- 
pany set methods and standards which 
are agreed upon with the line super- 
visors. Thereafter these staff sections 
merely follow up the information re- 
vealed in the supervisors’ own reports. 
This development has more than tech- 
nical interest. It undoubtedly is of 
great importance from a human re- 
lations angle. 


The analytical services of the indust- 
rial accountant are not confined to 
manufacturing activities. Because of 
market conditions, equal emphasis and 
in some cases greater emphasis is being 
placed on the analysis of distribution 
costs. This is a function which was 
undoubtedly largely neglected during 
the period of the seller’s market. Ana- 
lysis of a number of reports submitted 

_to sales management showed that the 

basic reasoning behind the distribution 
control reports was the recognition of 
the function of the sales division as 
being that of selling plant capacity at 
@ profit and not merely sales volume. 
This has meant that the reports em- 
phasise the importance of product mix 
and the marginal contributions by 
salesmen, territories, product classes 
and so on, 


The reasoning behind this trend to- 
wards more effective management 
through more helpful cost reports was 
very well expressed by Mr. F. V. Gar- 
diner some time ago. This is what he 
said: “First of all our concept of the 
relationship between accounting and 
control must be completely altered. 
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Control must be our primary considera- 
tion and accounting must take second 
place. I recognise the importance of 
the financial statement issued once a 
year which presents a cross-section of 
the company’s operations during a 
given period of time. But that state- 
ment is static. Controls, on the other 
hand, act as a guide and explain what 
happens between two balance sheets. 
They cannot wait until accounting re- 
cords are ready because they are not, 
like accounting, a static science. They 
are a science that moves, a science of 
approximations, a science dealing with 
exceptions. We must set up controls 
which reflect current operating condi- 
tions, and from those controls the ac- 
counting department can get the data 
it needs to cost sales and relieve inven- 
tory. We cannot wait thirty days for 
the information. We need it tomorrow. 
We need it today. Poor management 
often results from a willingness to wait 
six weeks for cost information. And 
the sad part of it is that 90% of the 
data may be ready, but all of it will be 
held up because of one telephone bill or 
gas bill. This is not management- 
=e accounting, much less cost con- 
rol.” 


There are four important aspects 
which seem to underly the thinking in 
report presentation. The first is that 
the figures generally take into account 
the principle of exceptions. The ac- 
counting people recognise that manage- 
ment is too busy to concern itself with 
things which are going according to 
plan. Management wants to know 
about the things which are not going 
to plan. 


The second important trend in re- 
port preparation is the increasing ten- 
dency to display figures from a causal 
viewpoint. By being able to isolate the 
cause in the control report the account- 
ant believes he is offering real service 
to the line supervisor who has the re- 
sponsibility for eliminating that cause. 
The third common feature of success- 
ful reports is that they are invariably 
prepared according to functional re- 
sponsibilities. Fourthly, it is very fre- 
quently found that at lower levels the 
reports are expressed in terms of units 


139 





THE ACCOUNTANT’S ROLE — Continued 


—physical units—rather than in money 
values alone. 


Before passing on to the next. stage 
of this paper, I would like to leave a 
thought with you which was cleverly 
expressed by Percy L. Proctor in a 
N.A.C.A. Bulletin some years ago. I 
hope Proctor’s comments do not apply 
to us. Proctor wrote as follows: “What 
management needs is cost interpreta- 
tion and, although it may sound para- 
doxical, less figures. I know the latter 
statement is going to break your 
hearts. There is nothing that the cost 
accountant loves quite so dearly as a 
24-column statement filled with the 
most beautiful figures reduced to six 
places of decimals. Management knows 
when one of these inspired statements 
is in the making. The cost accountant 
walks round in a trance, his eyes di- 
lated and fixed as if on some object he 
can see only indistinctly. He does not 
eat or sleep or have any communication 
with his family. He becomes thin and 
seemingly detached from the rest of 
the world. These are the symptoms of 
another sadistic journey into the realms 
of mathematics and he does not become 
a normal being until he has solved the 
problem of presenting his statements 
in a little more confusing manner, a 
little more technically, or with one or 
two places added to the six already 
achieved on to the decimal point. The 
day he presents this arithmetical 
Frankenstein is V Day for him. He 
flops it down on the boss’s desk with 
the air of one defiantly daring anyone 
to prove his figures inaccurate. He 
knows all about it and with a great deal 
of pleasure and self-satisfaction he 
starts to explain it.” The quotation 
calls for no comment on my part. 


Earlier I mentioned that the value 
of the industrial accountant in U.S.A. 
did not spring from new techniques of 
accounting. This does not imply that 
techniques are not changing. One of 
the subjects of an accounting nature 
which is receiving considerable atten- 
tion is that of Direct or Marginal Cost 
Control. 
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Direct Costing. 


As you know the conventional ab 
sorption type of cost plan has been 
under criticism for some years by 
various people, including a number of 
accountants. Some of the critics of 
absorption costing list among its dis. 
advantages the following :— 

(i) Orthodox absorption costing does 
not distinguish between profits 
resulting only from sales and the 
increments to these profits result- 
ing from the fixed cost components 
of inventory change. 


Absorption costing is more diff- 
cult to understand because it 
mixes units throughout the pro 
fit statement. Costs which are 
variable with volume are mixed 
with costs which are incurred on 
a time basis. 


The practical business executive 
who is without training in ac 
counting or cost accounting is not 
interested in explanations about 
under or over absorbed expenses. 


The subject of direct costing is not 
new. Jonathan Harris back in 1936 
pointed out the advantages of what we 
now know as direct costing. In 1937 
G. Charter Harrison wrote a series of 
articles on the subject. I am not going 
to argue the pros and cons of direct 
costing at this meeting but it is signi- 
ficant that the principles of direct cost- 
ing seem to be gaining acceptance. As 
proof of this at a meeting held in the 
United States in 1953, which consisted 
of approximately 1,000 people rather 
evenly divided between industrial ac- 
countants and public accountants, ap 
proximately one half of those in at 
tendance voted in favour of direct cost- 
ing. I believe that somewhere between 
100 and 200 companies in America are 


- now using direct costing as a technique 


of cost control. 


The reactions to this tool vary from 
absolute enthusiasm from some people, 
including the users, some of whom ! 
met, to claims that its proponents are 
merely looking for an easy way out of 
a difficult situation. In addition many 
people, particularly public accountants, 
realise the difficulties of the tax situa- 
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tion where direct costing is used as a 
basis for inventory valuation. Further- 
more some people believe that the in- 
formation in the hands of an unin- 
formed executive is extremely dan- 
gerous. The cases where I found the 
plan in operation did not have an in- 
ventory problem from a tax viewpoint 
because of their private arrangements 
with the taxation authorities. They 
also claimed to have no problems with 
sales executives and others when the 
matter of product pricing was under 
review. 


As I mentioned, I do not intend to 
become involved in an argument on the 
merits or de-merits of direct cost ac- 
counting. I do wish to draw your at- 
tention, however, to the very signifi- 
cant gain in popularity that has taken 
place in the past few years for this par- 
ticular approach to cost control. 


Whether the cost plan is based on ab- 
sorption or direct techniques, I give 
full credit to the American industrial 
accountants for the manner in which 


they have successfully sold their ser- 
vices to all levels of management. The 
accountant realises that he has a job to 
serve management and therefore he 
sets out to know and understand the 
problems of the various levels of man- 


agement. It is true he does not pre- 
tend to be able to answer the problems 
or to solve them but he does know 
enough of them to discuss the details 
of the problem and their financial im- 
plications. 


Under no circumstances is he satis- 
fied to prepare only routine regular re- 
ports, Invariably he is taking upon his 
own shoulders the opportunity to look 
at particular phases of business acti- 
vity which are having some unfortun- 
ate impact on the financial structure of 
the company. He sets out to investi- 
gate these problems on his own initia- 
tive to assist management where 
trouble spots appear. All this means 
that the planning and control respon- 
sibilities of management are being anti- 
cipated by the industrial accountant 
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and his own thinking therefore is truly 
management thinking. 


To summarise on the matter of 
managerial accounting, it seems to me 
that the real significance is that the 
present day accounting controller is 
recognising his duties to management 
as an analyst and interpreter, and he 
has completely dispelled from his mind 
the idea of accounting for accountants. 


Office Methods Engineering. 


The second major matter which | 
would like to deal with is office methods 
engineering. This subject is receiving 
considerable attention from industrial 
accountants in the United States. 


Between 1920 and 1951 production 
in U.S.A. increased by 150% while 
manpower increased only 50%, and few 
will deny that this increase was accom- 
plished along with considerable im- 
provement in working conditions. At 
the same time the increase in clerical 
jobs has been bounding upward with 
the agility of a kangaroo. In 1920, 
only 7.3% of all jobs were clerical, but 
in 1952, the percentage had risen to 
13. 


It is also interesting to look at the 
Australian figures on this subject. Be- 
tween 1908 and 1939 in Australia fac- 
tory office workers increased by 224% 
and in the same period factory work- 
ers increased by only 113%. Between 
1939 and 1949 there was an increase of 
no less than 34,000 clerical workers in 
Australian factories alone and this re- 
presented an increase of 61% as com- 
pared with the number of people em- 
ployed on clerical duties in 1939. Here 
is the rub: in 1908 in Australia there 
was one factory office worker to 13.5 
factory workers but in 1949 we had one 
factory office worker to 8.8 factory 
workers. I bring this point to your 
notice because it indicates that we too 
have a problem similar to that which 
has caused so much concern in the 
United States. 


In past years the criticism that was 
levelled at the industrial accountant 
overseas was that in all too many cases 
he was quite cost conscious as far as 
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other people were concerned but he did 
not recognise the cost of his own 
activities. 


This does not imply that no attempts 
have been made to control clerical 
costs. It is true that some progressive 
organizations have faced these pro- 
blems, some of them may have recog- 
nised them, but in the main most or- 
ganizations have done little in the way 
of systematic approach to cost reduc- 
tion. Today in the United States an 
ever-increasing emphasis is being placed 
on the importance of reducing clerical 
costs. Management is realising that 
emphasis must be placed on methods 
improvements and the accurate pre- 
determination of clerical costs in the 
same way as these techniques have 
been applied to product costs in the 
plant. By so doing, actual clerical per- 
formances can be compared with stan- 
dards, and variations arising from such 
analyses critically reviewed to investi- 
gate causes of off-standard perfor- 
mances. The effectiveness of this ap- 
proach in the factory has been astound- 
ing both overseas and here in Aus- 
tralia. Unfortunately it seems that too 
little recognition has been given to the 
application of these very same prin- 
ciples to other than manufacturing pro- 
cesses. The thinking now is that work 
is work, whether it is performed in an 
office or in a factory and it can be im- 
proved and measured. 


It is true that there are some types 
of work in an office which may be re- 
garded as outside the scope of measure- 
ment. For the vast majority of office 
work, however, there is a systematic 
way of analysing the tasks being per- 
formed for the purpose of reviewing 
them and developing improvements. 


Office methods engineering is an acti- 
vity where the industrial engineer has 
crept into the grounds normally re- 
garded as sacred by the accountant— 
the office. In an effort to combat this 
situation more and more accountants 
are learning the techniques and tools 
used by the industrial engineer in the 
factory for application to office work. 


The techniques used include opera- 
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tion process charts, flow process charts, 
left and right hand charts, man and 
machine charts, simo charts, motion 
study, time study, methods time 
measurement, and so on. 


Office methods engineering work 
broadly falls into several parts. The 
first one is that of determining existing 
methods and the analysis of them to 
gauge their effectiveness. The pur- 
pose of this analysis is to ascertain the 
volume of work and its flow, the time 
required for each operation, the type 
of positions involved and the type and 
number of personnel required. 


In stage two the study reaches the 
point where if the procedure appears to 
be basically inefficient some design work 
must be done. Here the analyst must 
use his knowledge of methods, systems, 
forms, etc., to determine a more effec- 
tive way of performing the job. 


The third stage is that of installa- 
tion. Here is the real challenge to the 
sales ability of the person doing the 
office methods engineering work. No 
matter how good the methods improve- 
ments may be on paper, unless the in- 
dustrial accountant can sell himself 
and his ideas to all levels from the most 
humble clerk to top management, his 
efforts are a waste of time. 


The fourth stage is that of follow 
up. The analyst must systematically 
follow up the work he has performed 
to ensure that the new methods are 
working smoothly. In addition, he has 
to see that the most effective use is 
being made of the control information 
resulting from the work. Again I re 
cognise that the importance of office 
methods engineering is being recog- 
nised by some organizations in Aus- 
tralia, but there is no doubt that the 
recognition is infinitely greater in the 
United States. In addition, except ina 
few cases, the persons doing the 
methods analysis work have been better 
trained and have greater tools at their 
disposal than the people we generally 
find in Australia attempting such 
studies. One large American insurance 
company with which I have contact 
has no less than 100 methods engineers 
employed for the purpose of improving 


The Australian Accountant, April, 1955 





re ees 


mwoewowewme re NS Or 


erro @® 


— 
- 


of 
' 


RBerret FTO Of @ 1 


Ree OO“ Hn THeEeeWi TrerTrPaeaene's = 


wa 


THE ACCOUNTANT’S ROLE — Continued 


paper procedures and introducing con- 
trols which indicate the level of per- 
formance of each section. All of these 
men are thoroughly trained in work 
simplification techniques. 


Surely the goal of lower clerical costs 
is worth while striving for in this 
country as well as in the U.S.A. 


Statistical Method. 


One of the outstanding developments 
in my opinion in the United States 
since my former visit a few years ago 
has been the recognition of the import- 
ance of statistical techniques. Scien- 
tists, mathematicians, economists, en- 
gineers, and others have been working 
feverishly in adapting the lessons 
learned during the war period, as far 
as statistical techniques are concerned, 
to industrial situations. These tech- 
niques are many in number. Some of 
them are linear programming, opera- 
tions research, inventory management, 
and soon. All of these techniques will 
play an ever increasing role in assisting 
management as will be evident when I 
refer briefly to them later. 


One technique which concerns us 
vitally is that of inventory manage- 
ment. It is true that over past years 
there have been occasional bursts of 
intensive interest in inventory control 
problems. Sometimes these have oc- 
curred after forced inventory liquida- 
tions. In the main, however, most of 
the literature consisted of a few articles 
in business journals, but in the last few 
years there has developed a tremendous 
upsurge of interest which is far greater 
than any previously seen, This up- 
surge deals not only with the quantity 
of development but also the quality of 
the work accomplished. Statisticians 
and economists have become interested 
in industrial problems with the desire 
to advance management techniques. It 
ls not difficult to understand why this 
field of inventory control soon came 
under the eyes of these research people. 
After all it is an area which is of fun- 
damental importance in business. 


The approach to inventory manage- 
ment or control commences really with 
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the basic question which few organiza- 
tions are in a position to answer. That 
question is: why is your inventory in- 
vestment what it is? It is not a matter 
of whether it is too high or too low, 
but why it is what it is now. In the 
course of answering that type of basic 
question it is obvious the investigator 
will determine whether it is too high or 
too low. It is also true that we may 
normally find in industry, in varying 
degrees, the concepts of maximum and 
minimum stocks, order points, and 
more rarely, a means of determining 
economic order quantities. To some 
extent in industry, and almost invari- 
ably in the commercial field, a concept 
exists that the total stock turnover 
must exceed a certain figure per annum 
in order to be profitable. While these 
turnover figures are freely quoted, most 
of the people who quote them would 
probably find it very difficult to substan- 
tiate their statements, other than in 
general terms. It is fair therefore to 
say that we cannot control inventory 
at its economic minimum unless we can 
state explicitly why it is what it is, and 
this objective can be best accomplished 
by the use of mathematics. 


The techniques used in inventory 
management analysis vary from the 
extremely complex involving advanced 
mathematics to relatively simple for- 
mulations. To take a simple example, 
if we assume that the expense of pro- 
curement is a constant amount for each 
order, and that carrying charges can 
be expressed as a percentage of cost, 
then we can calculate by mathematical 
formulae the desirable purchase quan- 
tity which will have the lowest carry- 
ing cost. By equation it can be stated 
that the economical purchase quantity 
varies directly with the square root of 
the expected sales and the square root 
of procurement expenses. In addition, 
it varies inversely with the square root 
of the carrying charges. A tremendous 
amount of material of this type is now 
being prepared and applied by people 
throughout the United States. The 
possibilities of the application of 
mathematics to these industrial pro- 
blems are tremendous. 
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A great deal of the pioneering work 
in this matter has not been attribut- 
able to industrial accountants, but 
there is no doubt that the wide-awake 
accountant is doing all he can to learn 
of these techniques. Otherwise he 
must be prepared to permit the statis- 
tician and others to come into his or- 
ganization and take away some of his 
greatest opportunities to serve man- 
agement. 

While I have specifically referred to 
inventory management, it is opportune 
to mention some of the results achieved 
by Linear Programming and Opera- 
tions Research. 


Sales Promotion. 


Substantial increases in sales volume, 
with corresponding increases in net 
profits were achieved by :— 


(i) Finding a more effective method 
of selecting accounts for pro- 
motion. 

Developing a precise method for 
measuring the effect of sales pro- 
motion on any class of accounts. 


Suggesting a new method for cal- 
culating the promotional budget 
to replace the customary formula 
based on an arbitrary percentage 
of sales. 

Many other examples could be quoted 
in connection with production control, 
plant location, cost quality balance and 
so on. 

My point in mentioning these mathe- 
matical and scientific techniques is 
merely to stress that many new de- 
velopments are taking place in indust- 
rial management. The accountant can- 
not escape the impact of them. 


{ii) 


(iii) 


Electronic Computers. 


Undoubtedly one of the motivations 
behind this interest in statistics has 
been the development of electronic 
computers. The advent of the elec- 
tronic computer marks the beginning 
of a new era of intellectual and com- 
mercial progress. One of the purposes 
of the electronic computer is to free 
the human mind for creative use by 


144 


performing at immense speed almost 
unbelievable feats of computing, sort- 
ing and classifying. The basis of one 
such system is a memory of two types 
—a metallic tape and a mercury delay. 
line. A reel of tape 1,500 feet long 
will contain in a magnetic code 1,440,000 
digits or characters—equivalent to the 
information that may be recorded on 
18,000 punched cards. The tape, 
measuring 4” in width and two 
thousandths of an inch thick, may be 
erased and re-used over 1,000 times, 
The computer’s internal memory, the 
mercury delay line, will remember 
12,000 digits or characters at one time, 
Combined with the two memories are 
high-speed input and output devices, 
The metallic tape which feeds data 
into the machine and removes solutions 
from it provides data at more than 
10,000 characters a second. This par- 
ticular type of equipment is not one 
which someone is dreaming about, as 
there are several of them already in- 
stalled in industry. One large insur- 
ance company in New York has one 
such unit in operation now. In this 
insurance company the equipment is 
being used for actuarial work. Al- 
though the company has not attempted 
staff reductions, they believe it will 
pay for itself by faster and additional 
work as compared with conventional 
punched cards in three to five years. 
They claim this in spite of the fact that 
the equipment costs one million dollars 
to purchase, or nearly one quarter of a 
million dollars per annum to rent. 
Another company in Kentucky is 
planning to use one of these units for 
general accounting and pay-roll pur- 
poses. It is claimed on this installa- 
tion that the machine will do the pay- 
roll work for 12,500 employees in ap 
proximately 3 machine hours per week. 
This pay-roll job is from basic records 
through to the finished pay-roll and 
employee earnings records. It is 
claimed that the equipment will pay 
for itself on this pay-roll work alone 
and will still leave the bulk of the 
machine capacity for other accounting 
jobs. At this moment the plant where 
the equipment has been installed has 
only some four or five thousand em- 
ployees so the full benefit of the pay- 
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roll procedure has not yet been at- 
tained. 

One other large manufacturer of com- 
puters, who has built many for govern- 
ment work, and is now peer om | 
on the industrial field, has a unit whic 
will not begin deliveries until this year. 
Some seven months before the first 
delivery date the company stopped tak- 
ing orders for the equipment as its 
manufacturing capacity was claimed to 
be booked out for two years. 


In addition to tangible savings which 
people are anticipating, in some cases 
up to several hundreds of thousands of 
dollars a year, there are likely to be 
considerable indirect savings. One of 
the major possibilities in the indirect 
field relates to the time now spent by 
executives on routine tasks which the 
computer can do for them. Many pros- 
pective users of this particular piece 
of equipment believe that the savings 
will be less important than the finan- 
cial gains possible from speed and sim- 
plicity in data processing, and making 
available to management current in- 
formation which is needed and which 
is not now available. The general 
method of operation with this equip- 
ment is that records will be maintained 
on reels of magnetic tape. A typical 
processing of data by the computer 
involves the reading of file data from 
one or more tapes into the computer’s 
memory and also writing from the 
memory to one or more tapes. 


So convinced are people of the uses 
of electronic computers that in discuss- 
ing their application generally with a 
senior partner in a large accounting 
firm I found this sort of reaction. Most 
of the senior men were being trained 
by one of the manufacturing companies 
in the use of computers. The attitude 
of the public accountants is that many 
of their clients have on order or will 
have new equipment and their men 
must be thoroughly familiar with it. 
It is quite clear from this case and 
others that the electronic age is here 
now, and accounting staffs must be 
fully trained in the application of elec- 
tronic equipment. 
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Some of the specific industrial appli- 
cations spoken of deal with sales ana- 
lysis by products, with the possibility 
of tying in the computer with the cash 
register, in retail stores or mail order 
houses for example. Another example 
is in machine loading or production 
scheduling in a job order shop. In one 
case it is claimed that an instrument 
company with 1,000 employees had 43 
people in production control. It is con- 
tended that the computer will eliminate 
14 production schedulers and will save 
between $60,000 and $70,000 per an- 
num. It will pay for itself in two or 
two and a half years. 


Combined with this development of 
the electric computer is the develop- 
ment of common language machines. In 
other words, if we are to mechanise 
data we must use office machines in a 
comprehensive yet collective fashion. 
A common language is therefore re- 
quired to transfer raw data mechani- 
cally between various types of equip- 
ment. One method is the five-channel 
punched communication code which is 
in common use in communications 
work. In the past the common lan- 
guage of the office machines has been 
the operator who provides the link be- 
tween the machines and the data. Now 
we see the possibility of punched tape 
becoming the common language be- 
tween the original recording and all 
subsequent data handling. The human 
link between data and machine is re- 
stricted to the original recording of 
the data. 


In all these possibilities the thought 
concerning most people is to get basic 
data into a form which can be used 
without further manual _ processing. 
This involves the use of intermediate 
equipment which will take from the 
original basic record automatically on 
to tapes and from tapes through the 
computers, for the computers to read 
back from tapes to typewritten re- 
cords completely automatically. 


In this portion of my paper I have 
mentioned what appear to me to be 
some of the most significant develop- 
ments over recent years. It is already 
evident that industrial and practising 
accountants are aware of the new tech- 
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niques. They are undertaking lengthy 
periods of training to become familiar 
with them as they fully realise their 
obligations and opportunities. 


Problems of Recruiting. 


In spite of these fascinating develop- 
ments, a rather serious situation is fac- 
ing the accounting profession in the 
United States. In 1950, in my discus- 
sions with the American Institute of 
Accountants, I was most impressed 
with the psychological testing pro- 
gramme which they were offering for 
the selection and guidance of would-be 
accountants. The principle behind these 
new yardsticks for accounting skills 
was brought about by the recognition 
of the problem that fitting men to jobs 
and jobs to men is a very basic one. 


Back in 1943 in the midst of the war, 
the accounting profession, pressed by 
the demands of the times, found itself 
in a seller’s market so far as manpower 
was concerned. The profession was 
spread thin and available manpower 
was far from adequate. 


This was a real difficulty and was 
something more than a passing re- 
cruitment problem. One of its con- 
structive results was the sharpening 
of a related and really deeper personnel 
problem. What was the right way to 
attract the most able young men to 
the profession? How could you tell in 
advance whether a potential accountant 
could work out in practice? What were 
the right steps for a student to take 
before he invested a lot of money in 
specialised education? These were the 
things which led to the development 
of the psychological testing programme 
of — American Institute of Account- 
ants. 


Special tests were constructed for 
the measurement of aptitude and 
achievement. The actual results of 
this pre-vocational guidance were most 
heartening and in 1950 I felt that the 
profession was facing the problem of 
recruiting accountants in a most scien- 
tific and logical way. Unfortunately 
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when I returned to the States in 1954 
I found that the profession was still in 
a very serious position from a man- 
power viewpoint. This position was in 
no way due to a failure of the selection 
procedures. For some reason or an- 
other accountants are not being re. 
cruited and the programme is only 
partly being made use of by the edu- 
cation authorities because of their de- 
sire to get students almost at any price. 
In turn, it is believed that the account- 
ants themselves are taking whatever 
labour is available, irrespective of 
whether it is qualified to do the job 
or not. 


And so today, in spite of the chal- 
lenge and the opportunities, the profes- 
sion is facing a shortage of people 
available to it. I could not help won- 
dering when I read of these facts just 
what we were doing in our profession 
in Australia about this problem. 


Conclusion. 


I think you may now agree that the 
term “accelerated change” was correct- 
ly used. All the developments in sta- 
tistical method, electronic computers, 
the possibility of the mechanised of- 
fice, the new developments in manage- 
ment thinking and the desire of ac- 
counting people to serve management, 
to my mind add up to accelerated 
change. 


What then are the lessons we can 
learn from this in Australia, if the 
American pattern is any indication to 
us of the future? In the first place, we 
as accountants have endless oppor- 
tunities to offer service in all areas of 
commerce and manufacture and to all 
levels of management down and up. 
I go further in that I believe there is 
an obligation on us, because of our op 
portunities, to make sure we equip our- 
selves in these many areas which are 
being subject to accelerated change. 
There is no doubt that we must feel the 
impact of some of these developments 
very soon, if not immediately. I be 
lieve that unless we are prepared to 
face up to these opportunities and these 
obligations, we will find many of the 
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duties which should rightfully be ours 
taken away from us by the industrial 
engineer, the mathematician, the sta- 
tistician and so on. There are great 
lessons to be learned from these over- 
seas developments. At least we have 
a warning of the areas in which we 
should be developing ourselves. 


In the final analysis it can be said 
that if accountants claim a position in 
top management they must be equipped 
for that role and they must think top 
management, The future, as I see it, 


is full of opportunities provided we are 
prepared to undertake the personal de- 
velopment those opportunities demand. 


Appendix. 


The position has been very — 
stated by The Accountant in England, 
and I quote: “There are now nearly 
50,000 certified public accountants in 
the United States, or about one to 
every 3,000 in the population. In this 
country [Great Britain] the aggregate 
membership of the three institutes, the 
society and the association is over 
40,000, or one to every 1,250 of the 
population. Rapid as has been the 
growth of the profession in America, 
the numbers having doubled themselves 
in the last decade, it is evident that 
numerically there is still a considerable 
lee-way. 

“It is not surprising, therefore, that 
the American Institute of Accountants 
is showing concern at the falling off 
both in quantity and quality of the 
new applicants, and that it is taking 
active measures to arrest the decline 
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which, it is thought, has been brought 
about principally by the more publicised 
attractions of the scientific and en- 
gineering professions. Local authori- 
ties are being supplied with material 
to enable qualified accountants to pre- 
sent the case for the profession on 
career days at high schools. A leaflet 
for distribution to high school] students 
has been prepared, stressing the high- 
lights of professional accounting, the 
nature of the work, and its responsibili- 
ties and rewards. The same informa- 
tion, in greater analytical detail, will 
shortly be available to vocational 
guidance counsellors. 


“Another medium being employed 
to draw the attention of potentially the 
right people for the profession is the 
cinema. A documentary film, entitled 
‘Accountancy—The Language of Busi- 
ness,’ has been made and will be shown 
in schools and colleges and to appro- 
priate organizations. 


“The Institute stresses that the ob- 
ject of its campaign is to make known 
the opportunities of the profession to 
students and to their parents through 
dignified factual presentation without 
any effort at high-pressure salesman- 
ship. By this means it hopes to at- 
tract a sufficient number of applicants 
of such calibre as to ensure that the 
high standards of the profession in 
America, jealously built up and pre- 
served over the past fifty years, will 
not be diminished. 

“The young American aspiring to a 
career in accountancy should be deeply 
grateful to the Institute for providing 
him with such a preview of his 
future.” 





IN BRIEF... 


By GORDON BRUNS 


Coal Picture Brightens—Efficiency of 
our coal industry often responds to un- 
favourable influences, so that it is not 
surprising that the threat to coal mar- 
kets has been accompanied by signs of 
more efficient production during 1954. 
Australian output was a record at 
almost 20 million tons and in New 
South Wales a record volume was pro- 
duced of more than 15 million tons. 
One of the significant features was 
that this record quantity was mined by 
a reduced number of miners in both 
underground and open-cut mines. Not 
only was output per man higher than 
previously, but industrial disputes 
caused a smaller loss of output than 
usual. New South Wales has been 
steadily losing her interstate markets 
for black coal for some years, and more 
recently the rising output of Aus- 
tralian oil refineries threatens to yield 
another substitute for black coal, and 
to provide it right alongside the im- 
portant industrial areas of Australia. 


Wool Prosperity—While another record 
Australian wool clip is being sold at 
satisfactory prices, a final payment of 
£124m. is being made from Joint 
Organisation profits. With this pay- 
ment, the total profit yielded by this 
wartime organisation and paid to 
growers will exceed £90m. In view of 
the vast task of realising on the very 
great accumulation of wool which 
arose during the war years, Joint 
Organisation has achieved a relatively 
prompt and profitable result, which has 
contributed no less to the Australian 
economy by spreading its proceeds 
over a longish period. 


U.S.A. Activity High—Australia’s in- 
terest in U.S. economic conditions is 
unavoidable, and it is therefore worth 
noting that the Federal Reserve Index 
of industrial production for the States 
reached high points last November and 
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December. The index had recovered 
from the slight lull of early 1954, once 
again exceeding year-ago levels, and 
stood about 30% higher than the base 
period—the average for 1947 to 1949. 
Recovery of the index is mainly attri- 
butable to gains in automobile and steel 
production, household goods and build- 
ing materials, while most non-durable 
goods also recorded improvement. 


Third International Fair—Djakarta— 
The Central Indonesian Exhibition 
Organisation advises that their next 
fair will be from August 12 to Septem- 
ber 18, and promises to be an even 
greater success than its forerunners. 
Some 10 hectares are available for ex- 
hibition purposes and potential par- 
ticipants are invited to state the num- 
ber of square metres they would re- 
quire, the design of pavilions to be 
erected, electricity and water needs, 
details of exhibits to enable the 
Organisation to transport exhibits 
from the port to the Fair, and needs 
for accommodation and visas. Gen- 
eral enquiries may be addressed to Mr. 
J. M. Laihad, Chairman of the Com- 
mittee, Central Indonesian Exhibition 
Organisation, Djalan Kunir 2, Dja- 
karta, Indonesia, while information on 
visas is available from the Indonesian 
Embassies in Melbourne and Sydney. 


Insurance Grows — Commonwealth 
Statistician’s figures of Australian 
fire, marine and general insurance 
show considerable growth over recent 
years. Total premiums have risen 
from £46.7m. in 1949-50, to £98.0m. 
in 1953-54. Claims rose from £21.1m. 
to £52.6m. in the same years. Fire in- 
surance accounts for a large proportion 
of the total, with premiums rising from 
£12.3m. to £22.2m. in the period, and 
claims from £2.4m. to £5.8m. Compul- 
sory and other motor vehicle insurance 
was second in importance to fire in the 
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earlier year, but is now first. Pre- 
miums rose from £10.6m. in 1949-50, 
to £34.3m. in 1953-54. Claims on these 
policies increased from £7.7m. to 
£23.4m. 


New Zealand Trade—Announcement 
that Australia is placing a trade re- 
presentative in Auckland emphasises 
the growing importance of North Is- 
land industries and their prospects for 
selling to Australia. Timber is ex- 
pected to help balance the Australia- 
New Zealand account, in which Aus- 
tralia has been selling much more to 
New Zealand than she has been buying 
for many years. But the growing 
New Zealand market must still be re- 
garded as an expanding opportunity 
for Australian manufacturers, who 
have a number of advantages over 
their Dominion competitors—especi- 
ally in the scale of their domestic 
market. 


More Oil for the World—World oil re- 
fining capacity has shown great ex- 
pansion over recent years and 
“Petroleum Press Service” gives the 
following figures. At the beginning of 
1948 total refining capacity was about 
126 million metric tons a year, rising 
to 133 million at the beginning of 
1953 and to more than 320 million 
metric tons a year by the beginning of 
next year. There has been a sharp 
change in the distribution of the re- 
fining facilities. The Caribbean re- 
fineries in 1956 will account for little 
more than 20% of the total compared 
with more than 30% in 1948, while 
the Persia and Middle East group will 
account for about 18% compared with 
more than 30% in the earlier year. 
These losses are being mainly offset 
by an increase in the European share 
from 17% in 1948, to 37% in 1956. 
The Pacific and Indian Ocean area ac- 
counts for only a small part of world 
capacity, but the growth has been 
rapid, capacity increasing from 3 mil- 
lion metric tons a year in 1948, to 21 
million in 1956, representing a rise 
from 2.4% to 6.5% of the world total. 
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Bringing Farming into the Factory— 
It may not be so long before some of 
our major agricultural products are 
produced in factories, free from the 
vagaries of weather and unaffected by 
the limitations of available land. 
Major steps have been made over re- 
cent decades in mechanising the farm, 
whereby a good deal of the farm labour 
previously expended in situ has been 
transferred to factories and workshops. 
The tractor and milking machine are 
examples of this trend and more will 
surely come. But an even greater de- 
velopment would be the discovery of 
methods of growing food without soil. 
Scientists are already beginning to 
understand the mechanism of plants, 
so that in the foreseeable future they 
may be able to make starch and sugar 
independently of the green plant. The 
importance of such a discovery is in- 
dicated by the fact that most of the 
world’s power is derived indirectly 
through plants, for they are the source 
of oil, coal and gas, and similarly the 
world’s food comes—directly or in- 
directly—through plants. 


Fairs and Exhibitions Arranged— 
British Industries Fair, London and 
Birmingham, May 2 to 13. 
International Aviation Trade Show, 
New York, N.Y., May 4 to 6. 
Japan International Trade Fair, 
Tokio, May 5 to 18. 

German Handicrafts and Trade Fair, 
Munich, May 6 to 15. 
Swedish Industries Fair, 

burg, May 14 to 22. 
International Fair, Paris, May 14 to 
30. 
New York International Trade Fair, 
May 15 to 19. 
Materials Handling 
Chicago, May 16 to 20. 
International Congress on Internal 
Combustion Engines, Schevening- 
en, Holland, May 22 to 28. 
Office Machinery and Equipment, 
Exposition, Toronto, May 22 to 26. 
Automotive Products Exhibition, 
Melbourne, May 26 to June 10. 
Eighth Canadian International Trade 
Fair, Toronto, May 30 to June 10. 


Gothen- 


Exposition, 
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MODERN DEVELOPMENTS IN INTERNAL 
AUDITING 


By H. W. HARRIS 


T IS NOT easy to assess the develop- 
ment of the internal audit function 
in Australia in recent years, and to 
express that development in terms of 
practical achievements. Too little is 
published on the state of this activity in 
local business organisations to permit 
of any informed judgment on the mat- 
ter. 

I am therefore compelled to rely on 
my personal observations which must 
necessarily be restricted to those or- 
ganisations of which I have first-hand 
knowledge. Consequently, I must ask 
you to bear with me if your own ex- 
perience differs materially from mine. 
However, I am confident that what I 
have seen in recent years is a fair cross- 
section of the Australian business 
world. 

Generalisations must be avoided if 
we are to criticise constructively and 
effectively, but I cannot refrain from 
saying at the outset that there are very 
few, if any, Australian companies that 
have used the internal audit function 
for any purpose other than the check- 
ing and vouching of accounts, and that 
only at a relatively low level of man- 
agement. 

The reasons for this state of affairs 
must, I think, be attributed to: 

(a) The ignorance of top-management 
regarding the potentials of the in- 
ternal audit; 

(b) The reluctance of company secre- 
taries and accountants to en- 
lighten their non-accountant 
superiors; or 

(c) The refusal by management to 
adopt a function which does not 
appear to offer a sufficient return 
for its cost. 


Accountants and their affairs do 
not receive a great deal of attention 
outside of their text-books, congress 
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reports and professional journals, and 
none of these would be much read by 
those who are not accountants. It be 
comes obvious therefore that if our 
profession has anything to offer man- 
agement, we must sell it to our execu- 
tives in the most convincing manner. 
Are we doing this? 


Internal auditing, whilst it has 
evolved from the earlier forms of in- 
ternal control, is nevertheless a con- 
tribution by accountants towards good 
management. It is therefore incum- 
bent upon them to ensure its complete 
acceptance by those exercising the fune- 
tions of management. To advocate the 
use of the internal audit as an aid to 
management may appear to some com- 
pany secretaries and accountants as 
cutting right across their own preroga- 
tives, but I think it can be shown that, 
where these different functions are 
working together harmoniously, the 
internal auditor’s contributions will 
strengthen and support the secretary 
in his task of informing management. 


I would like to suggest to you that 
we should lift the internal audit func- 
tion right out of the internal check 
class and present it to management in 
the role which it is now enjoying in 
other countries, notably England and 
the United States. 


In both of these countries, consider- 
able interest has been focused on the 
internal audit function and its de 
velopment as a tool of management. 
This is particularly true of the United 
States where, as you know, the Insti- 
tute of Internal Auditors has been 
created to further the development of 
this branch of accounting. 


A study of what is being done and 
proposed there will, I am sure, be 0 
great profit to us in Australia. Fortu- 
nately there is ample information 
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available to us, in the various accoun- 
tancy journals and text-books published 
in those countries, and I propose to 
draw your attention to some of the 
more outstanding thoughts I have en- 
countered recently. 


In 1953, the Los Angeles Chapter of 
the Institute of Internal Auditors 
sought the opinions of its members on 
a number of questions relating to their 
professional duties and status. Among 
these was the following question : “What 
are the things that must be recognised 
and stressed continually on the ad- 
ministration of an internal auditing 
organisation, in order that its activities 
shall be afforded the greatest possibili- 
ties of success?” 


As you can see, such a question offers 
vast possibilities to the imaginative, 
and the answers received covered the 
widest possible field. Among the 
opinions given, I have selected the fol- 
lowing points because I think they will 
assist us to understand some of the 
fundamental requirements for an effi- 
cient internal audit:— 


(1) Competency and _ characteristics 
essential in an internal auditor. 
These include—professional ability 
and experience; constructive think- 
ing and the ability to think in 
terms of management; an analyti- 
cal mind; competency in the 
special knowledge and skills asso- 
ciated with the industry or busi- 
ness in which the company is en- 
gaged; mastery of the operations, 
procedures and controls in use; 
ability to express ideas both ver- 
bally and in writing; ability to 
command respect through fair 
dealing towards those whose work 
is being audited; a genial approach 
to the work. 


Acceptance of the internal audit 
by other branches of the organisa- 
tion. The value of the audit must 
be understood and appreciated by 
top-management and at every level 
of the organisation. The internal 
auditor must be able to sell his 
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work to all concerned. The sub- 
ordinate staff is probably the 
toughest nut to crack in this re- 
spect. 


The status of the internal audi- 
tor in the organisation. It is 
widely held in England and the 
United States that the internal 
auditor should be answerable only 
to the general manager, to whom 
he should have access at all times. 
The internal audit staff should not 
be allotted any “active” jobs to do, 
or be looked upon as a pool of 
skilled employees available for 
emergencies. Whatever the status 
accorded the internal auditor, it 
should be made known to all con- 
cerned. 


The programme of audit should 
be broad in scope and cover all the 
company’s activities. It should not 
be limited to the verification of 
accounts. I shall deal later with 
some of the more recent applica- 
tions of the internal audit func- 
tion, but I would like to emphasise 
here that the auditor’s investiga- 
tions should extend to all the 
operations of the organisation. 
The audit programme should be 
comprehensive, concise and clearly 
defined. It should be under con- 
stant review and kept up-to-date. 


The audit staff must be carefully 
selected and thoroughly trained, 
bearing in mind that the knowledge 
which the internal auditor must 
acquire may ultimately point him 
out as eminently suitable for ap- 
pointment as an active member on 
the executive. It is evident, from 
what I have already said about the 
characteristics which are desir- 
able in an internal auditor, that a 
careful choice must be made in 
the initial appointments. The 
suitability of appointees for audit 
work as well as their academic 
and practical knowledge, must be 
assessed. Once appointed, every 
member of the audit staff should 
be given a carefully planned 
course of training systematically 
carried out until completed. 
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Such are the opinions and sugges- 
tions which I think are of the greatest 
use to us at this stage of our thinking 
in Australia on the subject of the in- 
ternal audit function, because they 
point the way to broader concepts of 
this function, both as regards the 
qualities required in the internal audi- 
tor and the extent of his duties. 


We can now consider briefly some of 
the services which can be expected of 
the internal auditor besides the check- 
ing and verification of accounts. 


In recent years, great emphasis has 
been placed on the role that the inter- 
nal audit can play as an aid to man- 
agement. By this of course is meant 
a direct contribution to top manage- 
ment, made at the instance of top man- 
agement and with responsibility solely 
to top management. Here it might be 
well to define top management, and I 
quote from the Internal Auditor of 
September, 1954—“By top-level man- 
agement is meant presidents, executive 
committees, or executive staffs which 
have a place in the management struc- 
ture just subordinate to the board of 
directors which itself is, in effect, the 
policy-making management.” Presum- 
ably that would include the executive 
members of the board of directors in 
their executive capacity. Intermediate 
management would refer to heads of 
departments and service heads. 


The task of the internal auditor must 
be to assist management at every level, 
by carefully detailed reports on the re- 
sults of his investigations; firstly, so 
that intermediate management may 
be kept informed of the findings of the 
outside observer, and secondly so that 
top management may be shown how its 
policies are being carried out and 
may be able to judge whether those poli- 
cies are soundly based or need correc- 
tion. 


It has been said that none of us en- 
joys having to submit his work, and 
the results thereof, to a searching 
examination by an outsider, and this 
of course is what happens when the 
internal auditor comes on to the scene. 
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The true test of the internal auditor 
will be his success in making his job 
acceptable to the person whose work he 
is examining and in securing that per- 
son’s willing co-operation. 


The audit, in its managerial concept, 
will extend into every phase of the 
organisation’s operations. This might 
sound a little far-fetched in some cases, 
For instance, it might be argued that 
the internal auditor cannot be expected 
to voice an opinion on the technicalities 
of certain manufacturing processes, or 
on the advisability of purchasing cer- 
tain lines of merchandise. But through 
his investigation of the cost accoun- 
tant’s work, and providing of course 
that he has a sound general knowledge 
of the processes used, he can assess the 
financial results of the work being done 
in pursuance of the policy laid down, 
and he can express his findings to man- 
agement as an opinion of that policy 
or of its implementation. Similarly, 
his examination of departmental trad- 
ing records will enable him to ascertain 
the movement of merchandise in and 
out of the store. It can be shown there- 
fore that the internal auditor is well 
qualified to report on these or any other 
matters that may become the subject 
of his criticism. 


Among the audits now being advo 
cated in the United States, apart from 
the usual audit of accounts, we find the 
following :— 


Budgets, Programmes 
Standards, Policies 
cedures ; 

Review of Fixed Assets; 

Capital Expenditure; 

Investigation of Contracts; 

Insurances ; 

Personnel and Labour. 


There will of course be others 
according to the class of business under 
review. 


Budgets and standards are mainly 
expressions of opinion. Programmes 
whether production or sales, are state 
ments of intention. They are all based 
on previous experience and a reason- 
able estimate of future events. 


and Costs 
and Pro- 
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INTERNAL AUDITING — Continued 


The internal auditor’s job is to see 
that the opinions and intentions are 
soundly based, are realisable, and are 
capable of achieving a favourable mone- 
tary result. He must verify the accu- 
racy Of the standards adopted, and 
follow through by satisfying himself 
that the budget, standard or pro- 
gramme is being adhered to. 

Similarly, with policies and pro- 
cedures laid down by top management, 
the internal auditor will report on their 
application and observance, and on the 
results obtained. 

Under the title “Auditing Capital 
Outlays,” Mr. M. B. T. Davies writes 
(The Internal Auditor, September, 
1954) : “The review of capital expendi- 
tures offers the auditor one of the most 
fertile fields in industry. In the first 
place, the future of his own company 
depends on effective capital expendi- 
ture. Secondly, and even more signifi- 
cantly, our economy flourishes or 


suffers largely as a result of how the 


nation’s industrial plant is developed.”’ 

He goes on to name some of the aspects 

of capital expenditures which the inter- 

nal auditor should examine and report 
upon :— 

(a) The effect of these expenditures on 
corporate profits; 

(b) The soundness of long-term capi- 
tal expenditures planning; 

(c) The relation of corporate spending 
to the company’s financial ability 
to expand; 

(d) The evaluation and appraisal of 
individual projects. 

Obviously, such an audit can only 
be carried out with the authority of top 
management and, as capital outlay is 
usually the decision of management at 
the highest level, it could only be pos- 
sible in an organisation with a very 
enlightened executive. 

The question of contracts into which 
a company may enter is not unlike that 
of capital expenditures; in fact, a con- 
sideration of the latter may entail 
consideration of the former. Unlike 
capital expenditure however, contracts 
may originate at lower levels of man- 
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agement. Consequently they must un- 
doubtedly receive the attention of the 
internal auditor. 


With regard to insurances, the in- 
ternal auditor must satisfy himself that 
all the insurable risks of the company 
are covered, that the cover provided is 
adequate and that all the policies are 
current. 


Personne] administration is usually 
considered to be a highly specialised 
subject. For that reason, if for no 
other, the internal auditor should in- 
clude it in his programme of audit. It 
involves an extensive knowledge of in- 
dustrial laws and awards, wages 
awards, workers’ compensation, long 
service leave, company policy on staff 
matters and various aspects of human 
relations as they affect the staff or any 
members thereof. In my opinion, the 
internal auditor has a very important 
duty to perform in ensuring that desir- 
able standards are maintained and 
reporting his findings to management. 


Now I come to a phase of the inter- 
nal audit which is sometimes called an 
efficiency audit but which is better 
described as a methods or systems 
audit. It is the investigation of the 
methods or systems used to carry on 
the business of the organisation. In 
the narrow sense, it refers to the 
methods and systems used in the 
accountant’s office, but if we are to 
accept the broader concept of the inter- 
nal audit that I have endeavoured to 
outline, then I think that we must also 
extend our understanding of the 
methods or systems audit. There seems 
to be little purpose in investigating a 
function unless we also investigate the 
manner in which it is carried out, and 
the method used to operate it. 


Turning briefly to the more technical 
subject of audit methods, I would like 
to refer to a matter which has received 
a good deal of attention in America, 
namely the application of statistical 
methods to sampling or test-checking. 
Some accountants still discount the idea 
that test-checking can be based on 
mathematical formulae but I think that 
they are guided by prejudice rather 
than reason. 
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INTERNAL AUDITING — Continued 


Whenever the volume of items to be 
audited is such as to make a complete 
audit impossible or impracticable, the 
auditor must resort to sampling. This 
frequently happens in some of the ex- 
tensive continuous audits carried on in 
some government departments. In 
most cases, a method of random spot- 
checking has been devised which would 
appear to be quite satisfactory. 


It is hard to see why the introduc- 
tion of more scientific methods of spot 
or test-checking should not be even 
more satisfactory. 

For internal auditors, and others 
who are interested, I would like to 
mention a simplified method of statis- 
tical estimation by means of the “Pois- 
son Distribution”* or to give it its full 
title “Poisson’s Exponential Binomial 
Limit — Individual and Cumulative 
Terms.” This method which is easily 
understood, eliminates the necessity for 
long and difficult statistical calcula- 
tions by the auditor, and permits a 
rapid and simple test of the samples 
used to prove their suitability or other- 
wise. 

Finally the problem of human rela- 
tions, and the part they play in every 
human enterprise, is being strongly 
emphasised to internal auditors. 

Industrial leaders are becoming in- 
creasingly conscious of the influence of 
good human relations upon costs and 
profits. Output, or turnover, can be 
materially affected by the state of mind 
of the staff. In other words good 
human relations spell goodwill in any 
business. Likewise, the maintenance of 
harmony and understanding between 
the internal auditor and the remainder 
of the staff is vital to the success of 
the audit. 

Auditors are generally looked upon 
as sleuths obsessed with the idea that 
evil abounds on every side. Both ex- 
ternal and internal auditors enjoy this 
doubtful reputation, though internal 
auditors are the greater sufferers by 


*See, for example: “Test Checking and the 
Poisson Distribution,” by Marvin Tummins: 
The - ccs Review, October, 1954, pp. 
605-613. 
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it, due to the fact that they are in con- 
tinuous and close contact with those 
who are subject to audit criticism. 


This state of affairs is most unfortu- 
nate because of its effect on working 
conditions within the organisation and 
is generally unwarranted because it is 
ill-founded. But it is largely due to 
the attitude of the auditors themselves, 
and the manner in which they approach 
their job. 

Writers in England and America are 
today all stressing the need for audi- 
tors to approach their work with care 
and consideration for the feelings of 
the people they are investigating. They 
point out that good human relations 
stem from the golden rule that em- 
ployees prize their dignity as much as 
they do their pay, and that employees 
who are fairly treated are much easier 
to work with. 

The good internal auditor is the one 
who can: 

1. Control his own emotions; 

2. Think objectively at all times; 

3. Appreciate and respect the other 
man’s point of view; 

4. Put his own point of view in a man- 
ner that will convince the other of 
its merit; 

. Put any necessary request firmly 
without offending. 

The auditor is an investigator, not a 

bloodhound, and he must convince 
others of that truth. By so doing he 
will create that atmosphere of willing 
co-operation which is so necessary to 
the successful accomplishment of his 
task. 
And lastly, when reporting to man- 
agement he must report objectively 
without prejudice, basing his state 
ments on properly established facts or 
reasoned opinions. He must be ready 
to withdraw a statement when he sub- 
sequently finds that it does not meet 
the situation. 

I should like to conclude by quoting 
from Internal Auditing, a text-book by 
Bigg and Davies: “The internal audi- 
tor should always remember that his 
office gives him power over the reputa- 
tion of others. That power carries 
with it responsibility for integrity in 
reporting.” 
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FINE POINTS OF COMMERCIAL LAW 


By E. H. COGHILL, LLM. (Librarian of the Supreme Court of Victoria) 


IN THE CHILDREN’S NAMES 


OTS of people put property in the 
name of wife or child to save in- 
come tax or to defeat actual or pos- 
sible creditors. What is to happen 
when they ignore the gift which they 
have purported to make and treat the 
property as their own? In Shephard 
v. Cartwright (1954) 3 W.L.R. 967, 
the House of Lords comes down heavily 
on the side of the gift. 


In that case, a father promoted some 
small private companies, and caused 
shares therein to a face value of about 
£2,000 to be placed in the names of his 
infant children. The companies suc- 
ceeded beyond his wildest expectations. 
In 1934 they were sold to a public com- 
pany for £300,000 cash and £400,000 
in shares, of which the children were 
entitled to about £200,000. They 
signed whatever documents were put 
before them and the father treated 
this fortune as, and dealt with it with, 
his own, except that he carefully dif- 
ferentiated the children’s income from 
his own when making tax returns. 


On his death the children sued his 
executor to recover everything their 
father should have paid them—and 
succeeded, thereby substantially re- 
ducing the value of his estate for 
death duties. The House of Lords, re- 
versing the Courts below, held that 
the father’s conduct could not be used 
as evidence in his own favour so as 
to defeat claims against his estate, and 
the children’s actions must be ex- 
plained, not as showing that they were 
trustees for their father, but by ac- 
cepting their explanation that they 
simply signed what was put before 
them and asked no questions. 


I wish my children did what they 
Were told and could be pushed around 
like that! Or do I? 
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‘Canadian Bank of Commerce, 


VARYING TERMS OF MUNICIPAL 
DEBENTURES 


ITY of Toronto v. Canadian Per- 
manent Mortgage Corporation 
(1954) 4 D.L.R. 529, is another case 
on international exchange, looked at 
from the point of view of a dollar 
country, so that here it is the debtor, 
and not the creditor, who thinks that 
payment should be in sterling. 


The facts were that the City of 
Toronto, having legislative authority 
to raise a loan by the issue of deben- 
tures either in Canada, U.S.A., or Eng- 
land, prepared a set of debentures in 
1909, each one promising to pay on Ist 
July, 1948, “the sum of five hundred 
pounds sterling”, with interest coupons 
attached, each of which was also ex- 
pressed to be payable in sterling. For 
some reason these debentures were not 
issued to the public, but retained by 
the City as a temporary investment for 
its sinking fund. In 1911, the sinking 
fund investments were being re-ad- 
justed and it was degiged to sell these 
debentures, but the City was at the 
time engaged in floating another Lon- 
don loan, and did not wish the two is- 
sues to clash. Finally, a New York 
house offered to purchase about 
£50,000 of them, and in the course of 
the ensuing correspondence the City 
Treasurer wrote, on 18th November, 
1911, agreeing to make payment * the 

ew 
York City, instead of in London. The 
letter continued — “Payment will be 
made at the par of exchange (9}%)”, 
an expression which experts trans- 
lated as meaning at a rate of 4.866 
dollars to the £ This parcel of de- 
bentures passed through various hands, 
and was finally purchased by the re- 
spondent in 1936. At the same time 
it received a copy of the letter of 
November, 1911. 
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FINE POINTS OF COMMERCIAL LAW — Continued 


When the debentures matured in 
1948, not unnaturally the City wished 
to redeem at the then rate of exchange, 
4.02 dollars to the £, and not at the 
rate of 4.866 dollars. And not un- 
naturally the creditors took the other 
view. 


Although the City had to go to the 
Supreme Court of Canada to succeed, 
the arguments in its favour are reason- 
ably clear and (to my mind) convinc- 
ing. 

Firstly, the debenture itself was in- 
tended to be a negotiable document. It 
was clearly expressed, and it would 
take a lot to persuade a Court that the 
parties did not intend to be bound by 
it but by vague letters which someone 
in the City Treasury had written to 
some holder of the debentures long, 
long ago. 


And even assuming that the City 
Treasurer had power to vary the de- 
bentures after issue, it was by no 
means clear that the Treasurer in- 
tended to promise, or the purchaser 
understood, that in future these deben- 
tures were not to be sterling but dollar 
bonds. Nor is it clear, considering 
the relative reputation of sterling and 
dollars in 1911, that the purchaser 
would have desired such a transforma- 
tion. 

The letter read more like a state- 
ment “for the record” of the then 
existing rate of exchange, than a pro- 
mise that that rate would never be 
altered. 


Accordingly, the Court held that the 
City could redeem the debentures at. 
the lower rate. 


STEALING A SERVANT 


ONES Brothers v. Stevens (1954) 
3 W.L.R. 953, reads like a “grudge 
fight”, but is interesting for all that. 


One Nicholson belonged to a highly 
skilled trade, that of fish frier in a 
“fish and chips joint”. Plaintiffs en- 
gaged him from week to week. One 
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morning during the course of a week 
he applied for and was given a half. 
hour’s leave, went across the street 
and applied for a similar position with 
the defendant at a salary 30/- less 
than the plaintiffs were paying. He 
went back to work, saw the day out, 
and next morning, without telling the 
plaintiffs, he did not appear at their 
premises but commenced work with 
the defendant. 


Obviously, the plaintiffs were en- 
titled to a week’s notice and got no 
notice at all. Nicholson, therefore, 
had clearly committed a breach of his 
contract with them. However, as far 
as appears they did not bother to sue 
him but instead sued the defendant. 


The Court of Appeal held that it isa 
breach of duty to entice away another's 
servant. Further it is a breach of 
duty to continue to employ a servant 
of another, knowing that he is com- 
mitting a breach of his contract of em- 
ployment. But to succeed, plaintiffs 
had to prove that they had suffered 
damages. Nicholson gave evidence 
that he was sick of the sight of plain- 
tiffs and would have “walked out” on 
them in any case, and the fact that he 
had accepted a lower wage from de 
fendant proved that it was not a vul- 
gar case of enticing someone away 
with higher wages. The Court of 
Appeal therefore held that defendant 
had caused plaintiffs no loss, for 
Nicholson would have left them in any 
event. Accordingly the action failed. 


LIQUIDATOR OPPRESSING 
MINORITY 


E are used to cases in which 

the minority shareholders claim 
that they are being oppressed by the 
majority. In the South African case 
of Spurling v. Brewer (1955) 1 &. 
African L,R. 398, the minority claimed 
that it was being oppressed by the 
liquidator, and got away with it. 


In that case, applicants held about 
40% of the shares in a small company. 


—Concluded next pas? 
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BOOK REVIEWS 


Australian Accountancy Progress — 
1954. Pp. xii + 391. Butterworth & 
Co. (Australia) Limited. Price 47/6. 


PRACTITIONERS and students 

(as distinct from trainees) alike, 
a summary of the developments which 
have been taking place in the theory 
and practice of an art can be ex- 
tremely useful. If, unfortunately, 
practitioners are too busy to examine 
at length reports on innovations in 
their profession, such a summary 
would enable them to find out the direc- 
tions in which changes are taking place, 
and to get some idea of what those 
changes are about. The same hardly 
applies to students; but in their case 
a summary would provide an admir- 
able point of departure, or a means of 
refreshing the memory on the location 
of significant books and articles. 


It is difficult to know what was en- 
visaged in the case of Australian 
Accountancy Progress —1954. The 


purpose of the volume, according to 
the publisher’s foreword, is “to pre- 
sent busy practitioners with the means 
of keeping abreast with the writings 
of the leaders of the profession in Aus- 
tralia and overseas.” Apart from this 
there is no statement of the policy or 
practice adopted by the general editor 
or the editorial board in compiling the 
book. In a new publication which gives 
the impression that it may be the first 
of a series this is important; but so 
much is left to conjecture that a re 
viewer may well be wide of the mark. 


The volume is divided into three 
parts. Part 1, Critical Surveys (107 
pp.), contains eight articles “written 
by leading Australian accountants on 
problems in Australia, with one article 
by an American, Dr. Mary Murphy...” 
These appear to have been written 
specially for this book, though less 
than half of them deal with problems 
which are peculiar to Australia. The 





FINE POINTS OF COMMERCIAL LAW — Concluded 


The respondent, Brewer, was manager 
of the company and although he was 
himself only a small shareholder, his 
wife held a substantial number of 
shares, so that between them they held 
the remaining 60%. 


_The company went into voluntary 
liquidation, as being unable to pay its 
debts, but its real trouble was lack of 
liquid assets, and it soon became clear 
that there would be a substantial sur- 
plus after payment of creditors. An 
independent liquidator was appointed, 
but respondent made such a nuisance 
of himself that the liquidator finally 
resigned and respondent and his wife 
used their voting power to appoint re- 
spondent as liquidator over the pro- 
tests of the applicants. 
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Then followed the usual troubles— 
failure to supply accounts or give in- 
formation; evasive answers and so 
forth; and finally it came out that re- 
spondent as liquidator had _ re-ap- 
pointed himself manager at a very sub- 
stantial salary. This was too much. 
The Court agreed with the protests of 
the minority, removed him from office 
and appointed an independent liquida- 
tor in his place. 


Incidentally, the Court made the in- 
teresting observation that the mere 
fact that a liquidator who knows the 
business he is engaged in winding up, 
is not a qualified accountant, or is a 
majority shareholder, is not by itself 
sufficient to show that his appointment 
is improper. 
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BOOK REVIEWS — Continued 


same applies to Part 2, Machine Ac- 
counting (28 pp.), two articles. It is 
impossible to comment at length on all 
snene contributions; brief notice must 
suffice. 


It is interesting to observe that Pro- 
fessor Sir Alexander Fitzgerald be- 
lieves that “accounting must consoli- 
date its rules of practice into a co- 
ordinated body of theory. And such a 
body of theory must be more than a set 
of rules in the sense of dogmatic direc- 
tions; the rules must be consistent one 
with the other and must be supported 
by convincing reasons.” The implied 
deficiency of existing theory deserves 
general recognition. It would have 
have been interesting to have Sir 
Alexander’s view on the direction 
which improvement might take. 


Mr. Goldberg (Depreciation and 
Capital Erosion) observes: “The cal- 
culation of a profit figure on a particu- 
lar basis cannot do anything in respect 
of providing resources for replacement 
of an asset.” But the basis adopted 
and the result obtained will, surely, in- 
fluence the consequential decision on 
profit distribution and the retention of 
resources; one of the main reasons for 
any form of accounting is that it shall 
have such an influence. 


Mr. Young (Accounting and Legal 
Concepts of Profit) contends that “the 
social significance of the work of the 
present-day professional accountant 
largely arises from, and is dependent 
upon, the law.” This will disturb some 
who consider accounting to be a form 
of language with a social significance 
independent of its recognition in law, 
and who believe that legal dicta have on 
occasion led to accounting practices 
which are economically questionable. 

These snippets are not to be taken to 
represent the quality of Part 1, the 
articles in which are all informative 
and in some cases provocative. 


Part 3, Abstracts of Literature (244 
pp.), is much less satisfactory. It pur- 
ports to be “a series of abstracts of 
articles which have appeared in Aus- 
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tralian, New Zealand, American, Bri. 
tish and Canadian journals. The editor 
has selected those articles which are of 
particular significance ...” As the 
contents are thus described, one ay 
sumes that Part 3 is at least represen 
tative of the best articles published in 
the countries named. But there is nm 
easy way of testing this assumption, 
The list of contents gives a classified 
list of titles of approximately 13) 
articles, but it does not give the author 
nor the journal in which the artick 
appeared. For this one must go to the 
articles themselves, as there is no list 
of journals used, and no list or index 
of authors. This is what is found. 


The articles abstracted appeared 
mainly in 1953 issues of journals; 
about one-eighth were of late 1952 vin- 
tage. Should not the title therefore he 
Accountancy Progress—1953? 


The distribution of articles by sourte 
is as follows: 


The Accountant (U.K.) .. ae 

The Internal Auditor (U.S.A.) Tihs Brad 

The Accounting Review (U.S.A.) .. .. 

The Australian Accountant (Aust.) 

The Journal of Accountancy (U.S.A.) . 

The Chartered Accountant in Australia 
(Aust.) . o: 

N.A.C.A. Bulletins (U.S. A.) <r 

The Illinois Certified Public Accountant 
(U.S.A.) 


4 
The Accountant's Journal (sic) (U. K) . 1 
Miscellaneous notices .. .. 6 


This table gives rise to several ques- 
tions. For example, is it reasonable to 
suppose that more than half the articles 
“of particular significance” published 
in 1953 appeared in the first three 
journals? And, is it reasonable to be 
lieve that no article “of particular 
Significance” appeared in 1953 ip 
Accounting Research, or in Cost and 
Management, or in The New York Cer 
tified Public Accountant, or in The Com 
troller, or in The Canadian Chartered 
Accountant, or in... all the other tech- 
nical journals which spring to mind? 
To mention only a few articles which 
appeared in Accounting Research in 
1953, Professors Baxter and Gower on 
The Share of No-Par-Value, or Profes- 
sor Bray on The Formal Principles of 
Public Company Accounting, or Mr. 
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BOOK REVIEWS — Continued 


Kohler on Recent Developments in the 
Formulation of Accounting Principles, 
seem to be of greater significance than 
many of the published talks or lectures 
which are given space in this book. 
Many of the articles abstracted are 
simply treatments of material which is 
not in any way controversial and which 
has long been part of the contents of 
the textbooks ; they can scarcely qualify 
as samples of “progress.” 


It will be recalled that the publisher 
daims that Part 3 is a series of ab- 
stracts of articles which have appeared 
in Australian, New Zealand, American, 
British and Canadian journals. Re- 
ference to the above list will show that 
no New Zealand or Canadian journal 
appears in the captions of the abstracts, 
the captions being the basis of the list. 
Certainly, Australian, American and 
British journals have subscribers in 
New Zealand and Canada, but is it pro- 
per on that account to call them New 
Zealand and Canadian journals? Or 
what other construction can be put on 
the publisher’s claim? 


Some errors have been noticed which 
may be regarded as minor in any other 
type of book, but which in a reference 
book are misleading. One article is 
attributed to The Accountant’s Journal. 
At first one wonders whether the re- 
ference is to The Accountants’ Journal 
(N.Z.) or The Accountants Journal 
(U.K.). (Note the position of the 
apostrophe in each case.) The refer- 
ence was in fact to the U.K. journal. 
But the same title, The Accountant’s 
Journal, is used eight times in Mr. 
Voumard’s article in Part 1 on Develop- 
ments in Company Law, where he is 
referring to the New Zealand journal. 
Is all this a case of materiality being 
overridden by consistency? 


In one case the abstract gives quite 
a false impression of a writer’s com- 
petence. This instance may be excused 
because the sentence in question was 
reproduced exactly from the original 
journal where a line had been omitted 
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in setting the type. But this should 
have been apparent to the person who 
prepared the abstract, for the sentence 
makes nonsense of the original writer’s 


argument. 


If the title of the volume had been 
Accounting Abstracts—1953 it would 
have been easier to justify the contents 
of Part 3; but as it is Accountancy 
Progress it seems odd that controver- 
sial matters have received so little 
space. There are just two articles on 
direct costing ; only seven on fluctuating 
price level problems and nothing at all 
on social accounting. It would have 
been valuable to give brief notice to the 
books published during the period and 
to the unpublished theses and research 
lectures of the year; or were none of 
these “of particular significance”? All 
this apart, why is the book titled Aus- 
tralian Accountancy Progress—1954 on 
the spine and title page, but simply 
Accountancy Progress—1954 in the 
publisher’s foreword? The latter is 
more correct, as Australian names are 
attached to no more than about 25 per 
cent of all the articles published or re- 
ferred to in the book. 


It is clear from Part 1 that some 
Australian accountants are grappling 
with problems of fundamental and 
more than local importance; they are 
thus contributing to accountancy pro- 
gress. But the section “Current Prob- 
lems Discussed in Overseas Journals” 
which has appeared in this journal for 
many years has done with finesse what 
Part 3 of the present volume attempts 
to do in a rather pedestrian fashion. 
In that section the kernel of each article 
mentioned is displayed free of shells 
and husks, and contrasting views are 
marshalled so that the reader can ob- 
tain a clear idea of the main issues. 
This technique results in a coherence 
which should commend itself to the 
compilers in the future. The idea of a 
series of abstracts is good, but there is 
room for material improvement in its 


execution. 
—R. J. CHAMBERS. 
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BOOK REVIEWS — Continued 


Book-keeping—The Modern Approach, 
by Squire H. Flitcroft; Sir Isaac Pit- 
man & Sons, Ltd., London; pages 250 
and index. Price 11/3. 


IS text uses the balance sheet 

approach in introducing  book- 
keeping procedures, which it covers up 
to the trial balance and preparation of 
periodical accounting reports. It also 
includes discussions on calculation and 
comparison of results, columnar record- 
ing, and the accounts of partnerships 
and non-trading enterprises. It con- 
tains a number of worked examples 
and exercises, and there are several 
features in the text which should make 
it of interest to teachers of elementary 


accounting. 
—L. GOLDBERG. 


Practical Auditing, by Spicer & Pegler 
(eleventh edition by Walter W. Bigg, 
F.C.A., F.S.A.A.); H.F.L. (Pub- 
lishers) Ltd.; pages 484 and index. 
Price 27/6 Stg. 


E popularity of this well-known 

text on auditing will be unim- 
paired by this, the eleventh edition by 
Mr. Walter W. Bigg. While following 
the same basic pattern as previous 
editions, it introduces new material 
based on experience of the working of 
the English Companies Act of 1948. 


It includes relevant extracts from 
that Act, and from the recommenda- 
tions of the Institute of Chartered 
Accountants in England and Wales, as 
well as from statements of other autho- 
ritative English bodies of accountants. 


In addition to containing an up-to- 
date treatment of the traditional prob- 
lems of auditing, it has pertinent and 
timely discussions on the relation be- 
tween internal audit, internal check and 
internal control, and on the audit of 
mechanised accounting records; both of 
these should prove very helpful to the 
student, and can be commended to the 
attention of the practitioner as well. 


In view of its many excellences, jt 
may appear carping to draw attentig 
to two matters which, in the opinig 
of this reviewer, are blemishes. 


One would have hoped that the clasgj- 
fication of ledger accounts (as given ip 
the first section of Chapter IV) int 
personal and impersonal, with the lat- 
ter subdivided into real and nominal, 
would have been replaced by a more 
modern basis. It is difficult to see how 
the perpetuation of this classification 
serves a good purpose, or how it is 
particularly relevant to auditing pro 
cedures. 


The second point relates to the use of 
the word “depreciation” later in Chap 
ter IV. On pp. 115-6 depreciation is 
defined as “the measure of the exhaus 
tion of the effective life of an assed 
from any cause during a given period.” 
A few lines further on, the expression 
“notwithstanding the fact that depre 
ciation has taken place” suggests that it 
is there being used to indicate, not a 
measure of exhaustion, but rather 
something that happens, perhaps the 
exhaustion itself. Thus, within a few 
lines, the one word is used in two dif- 
ferent senses without warning the 
reader that any change in meaning has 
taken place. This might well prove 
confusing to a student who may be re 
quired to explain what he understands 
by depreciation. 


But these points are not of great 
moment when related to the wealth of 
informative, instructive and _ helpful 
matter which the book contains. 


By resetting the text in a more 
modern style, the publishers have pro 
duced a book which, while containing 
at least as much matter as earlier 
editions, is less bulky and more con 
venient to handle. 


One can predict that this book will 
continue to be, as it deserves, one of 
our standard texts on auditing pro 


cedures. 
—L. GOLDBERG. 


Qo 
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ACCOUNTING AND ECONOMIC CONCEPTS 


By R. L. MATHEWS, B.Com., A.A5S.A. 


The Australian Society of Accountants Annual Research Lecture, 
delivered in the University of Sydney on September 23, 1954 


N A RESEARCH lecture delivered in 
the University of Melbourne in 
September, 1951,? I discussed the con- 
tribution which the accountant can 
make to the solution of problems of 
social accounting. Just as accounting 
for the individual firm provides infor- 
mation to management as a basis for 
efficient control over the firm’s opera- 
tions, so social accounting is designed 
to provide information to governments 
as a basis for national economic policy 
decisions. By recording and analysing 
all the transactions which take place in 
the national economy, we are able to 
extend our knowledge of the economic 
system, and as a result make it func- 
tion more effectively. Most of the 
economy’s transactions originate in 
business enterprises, and it was a major 
purpose of my previous lecture to sug- 
gest that important sections of the 
social accounting framework can be 
constructed by aggregating the final 
accounts of individual business enter- 
prises. 


Business Enterprises and the Social 
Accounts 


It is this suggestion that I propose 
to take up in this lecture, by consider- 
ing some of the more important ac- 
counting and economic concepts, with 
particular reference to their signifi- 
eance for social accounting purposes. 
If the accounting reports of individual 
businesses are to be used as sources 
of data for the social accounts, it is 
necessary that social accounting con- 





1. New Horizons in Accounting, the Twelfth 
Commonwealth Institute of Accountants Re- 
search Lecture in the University of Mel- 
bourne, 19th September, 1951. 
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cepts be identified with items appearing 
in the private accounting reports. 
There are two difficulties in the way of 
this, however. In the first place 
accountants and economists attach dif- 
ferent meanings to certain concepts, 
which at first glance appear to be 
identical. Cost and income concepts, 
for example, often diverge. Secondly, 
certain concepts of importance for 
social accounting purposes are hidden, 
or can only be located with difficulty, 
in the accounting reports of businesses. 
Savings and investment and other con- 
cepts of a capital nature fall within 
this group. In this lecture, therefore, 
I shall be concerned to show how ac- 
counting and economic concepts of cost 
and income may be reconciled; and how 
the social accounting concepts of sav- 
ings and investment may be related to 
items appearing in the accounts of 
businesses. 


We may begin by summarizing the 
information concerning the business 
enterprise sector of the economy, which 
is required for social accounting pur- 
poses.? As in the case of an individual 
business, it is possible to distinguish 
between a production or operating 
account on the one hand and an appro- 
priation or distribution account on the 
other. In the absence of a national 
balance sheet, however, transactions 
affecting assets and funds need to be 
recorded in a capital account. (See 
Table 1.) 





2. In the accounts which follow, only essen- 
tial items are shown. For detailed accounts 
see F. Sewell Bray’s monograph on Social 
Accounts and the Business Enterprise Sector 
of the National Economy, Appendix III 
(C.U.P., 1949). 
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TABLE I 
The Social Accounts of Business Enterprises 
Production Account 


Opening Stocks .. .. .. .. .. x 
Less: Closing Stocks .. .. .. .. x 


Reduction in Stocks*® . 

Depreciation on Capital ‘Equipment 
Wages and Salaries .. . 

Net Interest .. 

Net Rent .. bs Ba 

Business Income .. 


Gross Sales by Businesses .. .. 
Less: Purchases .. .. .. x 
Indirect Taxes .. .. x 


Net Sales of Goods and Services 


Appropriation Account 


Direct Taxes .. fag i x 
Dividends and withdrawals én 
Retained Income .. ae 


Business Income . 


Capital Account 


Investment in Fixed Assets .. .. 
Investment in Stocks .. .. . 


x 
x 
Capital Formation .. .. at tee x 
Net Lending by Businesses .. .. x 

x 


National income itself comprises the 
value of total production in the economy 
less the value of intermediate products, 
i.e. goods and services which are them- 
selves used up in the process of produc- 
tion. The contribution of business 
enterprises to the national income is the 
net output of goods and services pro- 
duced by enterprises, i.e. the value of 
production added by individual firms. 
Investment goods sold by one business 
enterprise to another are included in 
net sales (the item “Investment in 
Fixed Assets” in the Capital Account 
being the other side of the entry), but 
other goods and services sold by one 
business to another cancel out when 
the accounts are aggregated, leaving 
net sales of goods and services to con- 
sumers, governments and the rest of 
the world as the major sources of re- 
venue in the Production Account. To 





3. This item may be negative, i.e. stocks 
may accumulate during the period. If Reduc- 
tion in Stocks is positive, the item Investment 
in Stocks in the Capital Account will be 
negative, and vice versa. 
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Retained Income .. .. .. 
Depreciation Provisions . 


Business Saving .. ‘ 
Net Borrowing by Businesses . 


ascertain net output, then, it is only 
necessary to deduct from net sales of 
goods and services the following items: 
(a) reduction in stocks, and (b) depre- 
ciation on capital equipment. (If stocks 
increase during the period this item 
must be added to net sales in order to 
ascertain net output.) 

Net output is one measure of the con- 
tribution made by business enterprises 
to the national income. From the com- 
position of the Production Account it is 
clear that we may achieve the same re- 
sult by adding together wages and sala- 
ries, net interest and rent paid to other 
sectors, and net business income. In- 
come payments to the factors of pro- 
duction thus constitute a second 
measure of the contribution which 
business enterprises make to the 
national income. 


The Classification of Business 
Transactions 


Although there is a superficial simi- 
larity between the Production Account 
of Business Enterprises, as designed 
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for social accounting purposes, and the 
Profit and Loss Account ef an indivi- 
dual firm, it will be evident that this 
similarity conceals important differen- 
ces in classification. Bases of classifi- 
cation important for private account- 
ing purposes, such as administrative 
responsibility, are not significant from 
the social accountant’s viewpoint. He 
is more concerned with a division of 
costs and expenses into: 


(a) purchases of goods and services 
from other enterprises (these can- 
cel out in the aggregation pro- 
cess) ; 


(b) costs and expenses relating to 
past or future accounting periods, 
chiefly stock movements and de- 
preciation (these are carried into 
the capital account); and 


(c) payments to factors of production 
(which enter national income). 


Finally, the social accountant dis- 
tinguishes between “income created” 
and “transfer income.’*’ Mr. G. O. May 
has suggested that such a distinction is 
in any case desirable for private ac- 
counting purposes. In his view “the 
distinction between the income which is 
created by a corporation or enterprise 
and that of which it is merely the trans- 
feree is important, but is inadequately 
recognized in most discussions of 
accounting principles and _pro- 
cedures.... A useful advance in cor- 
porate and financial practice would be 
effected if the distinction between ‘in- 
come from operations’ and ‘transfer 
income’ should become more univer- 
sally emphasised.” 


Despite these differences in classifi- 
cation, the individual items appearing 
in the Production Account and the 
Appropriation Account should be iden- 
tified without difficulty in the account- 
ing reports of business enterprises. 
The latter will contain more detail than 
is necessary for social accounting pur- 





4. Subsidies received from governments 
would constitute transfers of income, whilst 
the taxation items appearing in Table I may 
be regarded as negative transfers. 
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poses, and it will simply be necessary 
to combine items as part of the process 
of aggregation. 


Accounting and Economic Concepts of 
Business Income 


More fundamental are differences in 
definition. To begin with, economists 
and accountants have long heid dif- 
ferent views regarding the meaning of 
business income. Some writers explain 
this difference of opinion by suggesting 
that economists look to the future in 
defining income, whilst accountants are 
concerned only with the past. Thus, 
Professor Joel Dean, in discussing the 
conceptual conflict between accoun- 
tants and economists, says: “To an 
accountant, net income is essentially a 
historical record of the past. To an 
economist, net inceme is essentially a 
speculation about the future.’ Accord- 
ing to Dean, the economist believes 
that the determination of income is 
governed by expectations regarding 
such matters as future changes in de- 
mand, future changes in methods of 
production, and future changes in the 
price level. The concept is thus largely 
subjective. Now it is true that, for 
analytical purposes, economists have 
formulated theories of income that are 
concerned primarily with the future. 
Professor F. A. von Hayek, for ex- 
ample, has developed a theory based on 
the idea that current income must be 
calculated in such a way as to ensure 
the maintenance of future income at 
the same level.*. Professor J. R. Hicks 
likewise gives as one of his definitions 
of income the following: “the maximum 
value which (a person) can consume 
during a week, and still expect to be as 
well off at the end of the week as he 
was at the beginning.”” For our pur- 
poses, however, this explanation of the 
conceptual difference between accoun- 
tants and economists is hardly satisfac- 
tory. This is because economists, qua 
social accountants, are concerned with 
the statistical measurement of income, 





5. Managerial Economics, p. 13 (Prentice 
Hall). 
6. The Pure Theory of Capital, pp. 301-8. 
7. Value and Capital, p. 172 (italies mine). 


63 





ACCOUNTING AND ECONOMIC CONCEPTS — 


and for this purpose it is realized in- 
come, and not anticipated income, that 
is relevant. 


For social accounting purposes, there- 
fore, the economist cannot look to the 
future; he needs an objective concept. 
But this does not mean that he must 
concern himself only with the past. In- 
stead he may look to the present, and 
this in fact is what he does. We may 
therefore narrow down the difference 
of opinion between the economist and 
the accountant to this: the economist 
computes business income by compar- 
ing current revenues with the current 
costs of producing those revenues, 
whilst the accountant is content with a 
comparison of past revenues and past 
costs. Although the economist may ex- 
press income in tegms of money, he is 
nevertheless primarily concerned with 
the goods and services represented by 
the money figures. For the accountant, 
on the other hand, business income is a 
monetary concept. q 


The difference may be stated in an- 
other way, by considering the relation- 
ship between income and capital. The 
economist regards income as_ the 
amount that can be distributed by an 
enterprise to its proprietors in a given 
period after provision has been made 
for maintaining intact the physical 
capital resources of the enterprise. 
Business income for the accountant, 
however, is the amount that can be dis- 
tributed to the proprietors after provi- 
sion has been made for maintaining 
intact the money capital resources of 
the enterprise. 


Revenue Statement Concepts 


The term income may thus be used 
in many different senses. The accoun- 
tant adds to the confusion, however, by 
inventing still more uses for the term. 
Sometimes the word is used to denote 
the gross incomings of the business, and 
sometimes it is used to describe earn- 
ings from a particular source (e.g. in- 
come from investments). The term 
may or may not be qualified by adjec- 
tives, such as “gross” and “net.” 
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Now the accountant has available 
unambiguous terminology to describe 
all his monetary concepts, and much 
confusion would be avoided if the term 
“income” were reserved for the econo- 
mic concept of net income which we 
have just considered, i.e., the differ- 
ence between current revenue and cur- 
rent costs, or the amount that is 
available for distribution after physical 
capital has been maintained intact. 


The term “revenue” should then be 
used to describe the gross earnings or 
incomings of the business which are of 
a non-capital nature. In determining 
revenue for accounting purposes it is 
necessary to apply a realization test; by 
convention only revenue realized by the 
sale of goods or the rendering of ser- 
vices is brought to account. To de 
scribe the non-capital outgoings of the 
business the accountant may use the 
terms “costs” and “expenses.” No 
realization test is applied to costs and 
expenses, but for accounting purposes 
they are recorded in terms of historical 
money values. 


The Accounting Concept of Profit 


The term “profit” may then be used 
to describe the accountant’s monetary 
concept of net business income, and 
profit may be defined simply as the 
difference between realized money re- 
venue and historical money costs and 
expenses during a given period. Since 
business operations are continuous, the 
need to determine periodic profit in- 
volves the allocation of revenues and 
costs to appropriate time periods. Pro- 
fit measurement may thus be regarded 
as a process of periodically matching 
costs with revenues, which “is pri- 
marily a problem of finding satisfac- 
tory bases of association; the essential 
test is economic reasonableness, in view 
of all pertinent conditions, rather than 
physical measurement.”® 


Whilst this matching process helps 
to ensure that profit measurement is 
carried out on a logical basis, it will be 





8. An Introduction to Corporate Account 
ing Standards, by W. A. Paton and A. ©. 
Littleton (p. 65). 
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clear that there are many postulates 
and conventions underlying the ac- 
counting concept of profit. Although it 
is assumed, in the absence of evidence 
to the contrary, that the business will 
remain in existence indefinitely, it is 
also assumed that the life of the enter- 
prise can be divided into a number of 
arbitrary time periods, called account- 
ing periods. The process of allocating 
and apportioning costs and revenues 
to accounting periods introduces a sub- 
jective element into the problem of 
profit measurement, which thereby be- 
comes a matter of estimate rather than 
precise calculation. The realization 
postulate (“revenue is only recognized 
at the point of sale’) and the historical 
record convention (“events are re- 
corded at the dates they occur”) are 
intended to make the recording process 
objective, by describing transactions as 
historical facts. However, there are 
many operations in a modern business, 
eg. the using up of fixed assets, which 
are internal to the business and are 
therefore not subject to market valua- 
tion. By the historical record conven- 
tion these operations are recorded in 
the books of account just as though 
they were external transactions, but 
the values ascribed to them are mat- 
ters of estimate. In this regard also, 
therefore, there is a subjective element 
in the process of profit measurement. 


Finally, and perhaps most important 
of all, profit measurement in account- 
ing rests on the monetary postulate, 
expressing the fact that the recording 
process has to be carried out in terms 
of a common unit of measurement, the 
monetary unit. As a result of the 
application of this postulate, non- 
homogeneous transactions representing 
the buying and selling of goods and 
services are recorded in terms of their 
monetary equivalents. These monetary 
equivalents are the original money costs 
in respect of transactions entered into 
by the business prior to sale; thereafter 
they are money values as expressed at 
the point of sale. It is necessary to 
remember, however, that the monetary 
postulate introduces certain limitations 
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into the process of profit measurement. 
In the first place, we cannot make non- 
homogeneous transactions or operations 
homogeneous simply by expressing 
them in terms of the same unit. They 
remain non-homogeneous, and our ac- 
counting record is simply a statistical 
approximation to the reality which lies 
behind the money figures. Secondly, 
the monetary postulate means that we 
ignore fluctuations in the value of 
money itself. Since the value of the 
monetary unit fluctuates widely over 
time, the changes in values which are 
recorded in the accounts do not neces- 
sarily reflect changes in the physical 
goods and services which the recorded 
values are supposed to represent. 


One or two other general considera- 
tions affecting the accounting concept 
of profit should be mentioned. The first 
is that, in accounting, no attempt is 
made to impute interest charges in re- 
spect of funds invested in the business 
by the proprietor. As a result profit 
may be regarded as consisting of two 
elements, interest on proprietorship 
funds on the one hand and the pro- 
prietor’s reward for risk-taking and 
managerial skill on the other. This 
does not cause any difficulties in using 
the accounting concept of profit for 
social accounting purposes, as econo- 
mists themselves tend to regard in- 
terest as a transfer payment (by 
suggesting that income produced by 
business enterprises may be broadly 
classified into “wages and salaries” on 
the one hand and “surplus” on the 
other). 


Secondly, there is the question of 
capital profits and losses. For account- 
ing purposes these will be recorded in 
the non-operating section of the re- 
venue statement, which may be 
concerned with three kinds of trans- 
actions : 


(a) transactions of ‘an abnormal 
' character, e.g. profit arising out 
of the sale of fixed assets; 


(b) transactions not related to the 
major activities of the enterprise, 
e.g. rent on houses let to em- 


ployees ; 
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(c) transactions relating to a different 
accounting period from the one 
under review, e.g. the recovery of 
bad debts written off in a previous 
period. 


In the examples given, the rent re- 
ceived from employees is current in- 
come but the other two items are capi- 
tal gains and are not relevant in 
estimating national income. The ac- 
counting classification into operating 
and non-operating costs and revenue 
does not, therefore, coincide with the 
classification that is significant for 
social accounting purposes. In aggre- 
gating private accounting reports, it 
will be necessary to analyse the non- 
operating section in order to separate 
current and eapital items. 


Finally, there is the question of the 
so-called doctrine of conservatism. It 
has been suggested above that profit 
measurement in accounting may be re- 
garded as a process of matching costs 
with revenues. If, however, a policy 
of caution is adopted so that costs are 
deliberately overstated and revenues 
understated, then the whole foundation 
of accounting, viewed as a systematic 
method, falls to the ground. Conserva- 
tism in accounting distorts the process 
of profit measurement by understating 
profits in one period, and this is often 
followed by overstatement of profits in 
some subsequent period. Conservatism, 
if applied as an accounting procedure, 
also destroys the link between the re- 
venue statement and the balance sheet, 
and. results in the undervaluation of 
assets and the creation of secret re- 
serves. Clearly, there can be no logi- 
cal justification for conservatism as an 
accounting policy, whether we are in- 
terested in social accounting or account- 
ing for the individual firm. Conserva- 
tism may still be justified as a matter 
of financial policy, but its effects as 
such should be clearly disclosed in the 
accounts. If, for example, the cost or 
market rule of -stock valuation is 
brought into operation, cost figures 
should be stated separately in the 
accounting reports. In this way ac- 
counting profit may be determined 
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before provision is made for anticipated 
losses on the realization of stocks. 


Reconciling Accounting Profit and 
Economic Income 


If we accept the postulates and con- 
ventions that have been discussed, ac- 
counting profit is a reasonably defini- 
tive concept and one capable of fairly 
precise measurement. It is important 
to emphasise again, however, that 
accounting profit is a measure of busi- 
ness income in historical money terms. 
If the value of money remains fairly 
constant over time, then accounting 
profit is a reasonably close approxima- 
tion to the economist’s concept of in- 
come. If, however, the value of money 
is fluctuating, then accounting profit 
differs from economic income for the 
following reason. Costs and revenues 
brought to account in or aio wer, Bhs?” 
fit are valued on an historical basis, 
whilst the economic concept requires 
costs and revenues to be valued on a 
current basis. If the unit of measure 
ment is itself changing in value, the 
values ascribed to costs and revenues 
in determining accounting profit are 
fortuitous, and depend on the particu- 
lar points of time at which they are 
recorded. The monetary symbols used 
to record sales at one point of time are 
different from those used at any other 
point of time; likewise the costs and 
expenses (which are required to be 
matched against revenue from sales) 
are valued in terms of monetary units 
which are different from one another, 
and also different from the units used 
to measure sales. When this happens 
accounting profit ceases to be relevant 
as a measure of current income, and 
comparisons of accounting reports be- 
tween different accounting periods are 
invalidated. 


Fortunately, however. we do not 
need to worry about changes in the 
value of money within any one 
accounting period, unless the price 





9. Two writers have shown how this might 
be done. See A. A. Fitzgerald: Analysis and 
Interpretation of Financial and Operating 
Statements, p. 205 ff., and De Paula: De 
velopments in Accounting, Ch. 4. 
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fluctuations are more severe than any 
we have known in Australia. If 
there should be a runaway inflation, 
such that people lose all confidence in 
money as a store of value, then the 
domestic monetary unit ceases to be 
appropriate as a unit of account, and 
the accounting record should be carried 
out in terms of gold or a stable foreign 
currency. Australia is not likely to 
experience bom fluctuations of this 
magnitude, however, and even though 
the accounting assumption of constant 
money value between different account- 
ing periods is likely to be remote from 
reality, an assumption that the value of 
money remains constant within each 
accounting period is not likely to be 
very wide of the mark. Economists are 
usually prepared to accept this assump- 
tion, so that points of difference be- 
tween accountants and economists can 
be narrowed down to the different 
treatment proposed for items of re- 
venue, costs, and expenses, carried for- 
ward from one accounting period to 
another. Prepaid and accrued expenses, 
and revenue received in advance and 
accrued, are usually such small items 
that it is possible to ignore changes in 
the value of the monetary unit in which 
they have been measured. This leaves 
two items of cost: depreciation, and 
opening stock (which is included in cost 
of goods sold), which for accounting 
purposes are recorded in terms of a 
monetary unit appropriate to a past 
accounting period, and which the econo- 
mist would like to see recorded in terms 
of current values. The difference be- 
tween the economic concept of income 
(the concept which is relevant for 
social accounting purposes) and the 
accounting concept of profit may there- 
fore be expressed by reference to the 
different methods proposed for record- 
ing depreciation costs and cost of goods 
sold (in particular opening stocks). 


Accounting and Economic Concepts of 
Depreciation. 


The accountant regards depreciation 
as that part of the original money cost 
of fixed assets which is used up in pro- 
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ducing revenue during the particular 
accounting period under consideration. 
The concept is not directly related to 
the physical wear and tear of assets, 
nor is it intended to provide funds for 
their replacement. It simply requires 
the original money cost of fixed assets 
to be written off against revenues dur- 
ing the lifetime of the assets. In other 
words, the accounting concept of de- 
preciation results in originally invested 
money capital being maintained intact 
in the recording of costs and the deter- 
mination of profit. 


The economist, on the other hand, is 
interested in a measure of business in- 
come based on current costs, one that 
will maintain intact the physical capital 
resources of the enterprise. He there- 
fore proposes that depreciation charges 
should be calculated by reference to the 
current or replacement values of the 
assets concerned. There is a difficulty 
here, in that depreciation on the basis 
of ultimate replacement value would 
seem to be the desirable economic con- 
cept, if the productive capacity of the 
enterprise is to be maintained intact, 
whereas the current replacement value 
of the asset is the appropriate basis in 
estimating current income. This is 
because we do not know the ultimate 
cost of replacing the asset when prices 
are continually rising (or falling). To 
provide sufficient funds for the ulti- 
mate replacement of fixed assets it 
would be necessary to make deprecia- 
tion charges during each accounting 
period to cover: 


(a) depreciation based on the replace- 
ment cost of assets at the end of 
the particular period under con- 
sideration (i.e., the current re- 
placement value of the assets) ; 
plus 


the amount by which previous pro- 
visions, based on the lower re- 
placement values which prevailed 
at the end of previous accounting 
periods, were insufficient to pro- 
vide for replacement at the new 
level of prices. 


It is clear that the adjustment for 
(b) cannot be included as a cost in any 
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period without seriously distorting the 
measurement of current income, which 
would no longer be confined to the dif- 
ference between current revenues and 
current costs. In estimating current 
income, then, the economist must be 
content with depreciation charges based 
on the current replacement value of the 
fixed assets used in the business. Such 
provisions will not necessarily provide 
sufficient funds for replacement of the 
assets if prices continue to rise in the 
future, although they may approxi- 
mately do so if they are invested in 
assets which will themselves rise in 
value as a result of the inflation (e.g. 
stocks and other fixed assets), and not 
held as idle cash balances or money 
claims. 


The difference between the economic 
concept of depreciation (as relevant for 
social accounting purposes) and ac- 
counting depreciation may thus be 
defined as the difference between the 
current replacement value and the 
original cost of a fixed asset, divided by 
the estimated working life of the asset 
measured in accounting periods. (Scrap 
value may be brought into the calcula- 
tion, if necessary, by deducting the 
scrap value expressed in current prices 
from the current replacement value of 
the asset, and by deducting the original 
estimate of the scrap value from the 
original cost of the asset.) If, there- 
fore, an asset costs £1,000 and is ex- 
pected to last ten years before it is 
placed on the scrap heap, accounting 
depreciation should be recorded at 
£100 p.a. during each year of its life. 
If the replacement value of the asset 
rises to £1,100 at the end of Year 1 
and £1,200 at the end of Year 2, econo- 
mic depreciation should be £110 for the 
first year and £120 for the second year. 
Accounting depreciation thus falls 
short of economic depreciation by £10 
in the first year and £20 in the second 
year. 


Accounting and Economic Interpreta- 
tions of Cost of Goods Sold 


Turning now to cost of goods sold, 
different problems arise. Cost of goods 
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sold (and the balance sheet value of 
closing stock) may be interpreted in 
different ways by the accountant him- 
self, depending on the assumptions he 
makes regarding the order in which 
stocks are sold. For convenience, how- 
ever, we shall assume a first-in—first- 
out (FIFO) basis of accounting for 
stocks, i.e. stocks that have been on 
hand for the longest time are assumed 
to be the first stocks sold. The account- 
ing concept of cost of goods sold may 
then be defined as the original money 
cost of stocks brought forward from 
previous accounting periods, plus the 
original money cost of stocks purchased 
during the current period, minus the 
original money cost of stocks carried 
forward into the subsequent accounting 
period. Realized revenue from sales 
minus cost of goods sold (determined 
in accordance with the foregoing) re 
presents gross profit on trading, from 
which other costs and expenses are de 
ducted in order to measure the account- 
ing concept of net profit that has been 
defined in previous sections of this 


paper. 


For purposes of illustration, let us 
assume that an enterprise brings for- 
ward on the Ist January an opening 
stock of 100 units, valued in terms of 
original cost at £100; that it sells 100 
units for £115 on 30 June and buys 
another 100 units on the same day for 
£110, and that on 31 December 100 
units of closing stock are carried for- 
ward into the subsequent accounting 
period. For accounting purposes cost 
of goods sold would be calculated as 
follows: 


EO reer reee: 
Farehanes pee gS, 22, ae 


—— 


210 
Less: Closing Stock .. .. .. .. .. .. 110 


— 


eee er Ne mas oe £106 


and gross profit on trading would be: 
Sa. «taal Gns £115 
Less: Cost of Goods Sold .. .. .. .. 10 


— 


is 


— 


Sales .. .. 


ee arn a te 


Economists interpret cost of goods 
sold with reference to the current cost 


The Australian Accountant, April, 1955 





- 


- oe 


ee — FF FO ee eee Oa SS Oe ee Ol 


i lati te ee ee, 


ovens SCti<( Q® 


ACCOUNTING AND ECONOMIC CONCEPTS — 


of goods sold. Strictly speaking, this 
should involve the ascertainment of the 
current cost price of each item of stock 
sold at the time it is sold. In the above 
illustration, this would be £110 for the 
100 units sold on 30 June, and the 
economist would want gross profit to be 
calculated as follows: 


Sales .. a ia 
Less: Cost of Goods Sold . Tol. Bethe 110 


is . tin thn aan» te onhiserrat £5 


To the economist, the accountant’s 
measure of gross profit is composed of 
two elements: (a) the trading profit 
arising out of the sale, £5; and (b) the 
increment that has taken place in stock 
values, £10. Only the first of these is 
relevant in determining economic in- 
come. Because of the difficulty of ascer- 
taining the current cost of each item 
of stock sold, the economist is usually 
prepared to accept the accountant’s 
gross profit figure as a first approxi- 
mation to his own concept, making an 
adjustment to this figure in order to 
eliminate the change in the value of 
stocks that has occurred during the 
period. The size of the adjustment is 
the difference between opening stock 
valued at current prices’® and opening 
stock valued at original prices: 


Accounting gross profit . 


"Less: Increment in Stock values vis 


Opening stock at current 
prices .. £110 
Opening stock ‘at t original 


prices .. .. F £100 
— 10 


Economist’s adjusted gross profit .. £5 


In other words, the economist values 
both opening and closing stocks at con- 
stant (i.e. current) prices. If, as was 
suggested earlier, prices are assumed 
to be constant within any one account- 
ing period, the effect of this adjustment 
is to value all items entering cost of 
goods sold at current prices. The 
economic determination of the cost of 





10. Current prices for this purpose may be 
ed as the recorded cost prices of the 
units most recently acquired. 
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goods sold may therefore be stated as 
follows: 


Gpeming Stock: .2:65 5%. Ji ovine) «Gh 
Ry ga Te RR et gb ge 110 


220 
Less: Closing Stock .. .. .. .. .... 110 


Cams GE Gamer Mee |... 00) coe ocipctae ae 


Since sales are also valued at current 
prices the adjusted gross profit of £5 
(Sales £115 less Cost of Goods Sold 
£110) is the figure which is relevant in 
determining economic income. 


The difference between the economic 
and accounting concepts of cost of 
goods sold may thus be defined as the 
amount required to bring the original 
cost of opening stock up to its current 
value, i.e. the difference between the 
current and the original values of open- 
ing stock. 


Significance of Accounting Profit and 
Economic Income. 


For practical purposes, then, the dif- 
ference between the accounting concept 
of profit and the economic concept of 
income may be narrowed down to dif- 
ferences in the treatment of two items, 
depreciation on fixed assets and open- 
ing stocks. Because so many people 
tend to regard the accounting and 
economic concepts of business income 
as one and the same thing, however, it 
is necessary to emphasise the fact that 
there are two concepts, each of which 
is important for certain purposes. The 
usefulness of the accounting concept of 
profit derives from the fact that busi- 
ness transactions can be most easily 
recorded in historical money terms. 
Accounting profit is a reasonably objec- 
tive measure that is concerned only 
with the actual transactions entered 
into by a particular business enterprise. 
Economic income, on the other hand, is 
significant in the interpretation of 
transactions, and is the relevant con- 
cept in making decisions on policy. 


Limitations of Accounting Profit 


Despite its advantages from the point 
of view of recording transactions, 
accounting profit suffers from several 
serious defects which render it unsatis- 
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factory as a unique measure of business 
income. Because it mixes up past and 
current costs and revenues, and because 
it is distorted by fluctuations in the 
value of money, it is not appropriate as 
a guide in making policy decisions, 
either at the national level or in the 
individual firm. National economic 
policy is primarily concerned with 
goods and services and not with money 
values, hence accounting profit is not a 
satisfactory measure of income for 
social accounting purposes. Price and 
production policy decisions in the firm 
likewise should be made on the basis of 
current values, and therefore cannot be 
logically related to the accounting con- 
cept of profit. 


There are other important limita- 
tions of accounting profit as a measure 
of business income. First and foremost 
is the failure to maintain physical 
capital, or productive capacity, intact 
during a period of rising prices. The 
determination of profit on the basis of 
historical money costs means that the 
money capital originally contributed by 
the proprietors of the business will not 
be sufficient, by itself, to provide for 
the replacement of fixed assets or 
stocks. Retention of profits in the busi- 
ness is difficult because taxation, divi- 
dends and wages are all related to 
accounting profit. Businesses thus tend 
to become undercapitalized, and to 
maintain the same volume of produc- 
tive equipment and stocks fresh capital 
has to be brought in from outside. Thus 
is demonstrated the insidious pattern 
of capital erosion. Finally, there are 
grounds for believing that preoccupa- 
tion with the measurement of account- 
ing profit has the effect of exaggerat- 
ing the trade cycle. High money profits 
(and low depreciation allowances) dur- 
ing the boom tend to increase the excess 
of investment over planned savings; 
and low money profits (and high depre- 
ciation allowances), when the down- 
trend in activity occurs, tend to in- 
crease the excess of planned savings 
over investment.” 





11. C. F. K. Lacev. Profit Measurement 
and Price Changes (Pitman). 
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Suggestions for Overcoming the 
Limitations of Accounting Profit 


To overcome the difficulties arising 
from conventional accounting methods 
of profit measurement, several alterna- 
tive courses of action have been sug- 
—. Each of these alternatives is 

esigned to replace the accounting con- 

cept of profit by a measure that ap- 
proximates economic income. The first 
method has no logic at all as an 
accounting procedure, but has _ been 
adopted widely in the United States on 
the grounds of practical expediency. 
It involves the absorption of fixed 
assets and stocks into costs at an 
accelerated rate, eg. by means of 
accelerated depreciation and the last- 
in—first-out (LIFO) method of ac- 
counting for stock in trade. These ex- 
pedients are arbitrary and cannot be 
justified on theoretical grounds, but 
they also suffer from serious practical 
shortcomings. In particular they de 
stroy the link between the revenue 
statement and the balance sheet, and 
result in the creation of secret reserves. 
They distort the revenue statement, 
since the writing up of costs in one year 
is followed by the understatement of 
costs during some later period; and 
they produce a meaningless balance 
sheet, with asset values deliberately 
undérstated. Since the effects of the 
application of these procedures are 
concealed in the accounting reports, — 
moreover, the reports become useless 
for purposes of analysis and interpreta- 
tion. , 


To overcome the arbitrary effects of 
accelerated depreciation and LIFO, it 
has been suggested that depreciation 
and stocks should be taken into cost on 
the basis of replacement costs or cur- 
rent costs. The difficulties of providing 
for replacement have already been con- 
sidered, and we shall confine our atten- 
tion to the current cost basis of account- 
ing for depreciation and stock-in-trade. 
If depreciation is recorded in the 
accounts on the basis of the current 
replacement cost of fixed assets, and if 
cost of goods sold is determined on the 
basis of current stock values, then, a8 
we have already seen, a measure of 
business income can be derived which 
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approximates the economic concept of 
income. The creation of secret reserves 
may be avoided, and the link between 
the revenue statement and the balance 
sheet preserved, if the following entries 
are made: 
(a) Depreciation 
Dr. Depreciation—Amount based on current 
cost. 
Cr. Provision for Depreciation — Amount 
based on original cost. 
Cr. Replacement Reserve—Difference. 


(b) Stocks 
Dr. Opening Stock or Cost of Goods Sold. 
Cr. Replacement Reserve—Amount required 
to b-ng original cost of opening stock 
up to current cost. 

There are certain technical defects 
implicit in this method, arising out of 
the attempt to record as reserves 
amounts which have never been re- 
corded as profits (but which have in- 
stead been charged against revenues as 
costs). In the light of the foregoing 
discussion, however, it will be apparent 
that this method suffers from another 
disadvantage, in that it provides a 
measure of economic income only by 
excluding the accounting concept of 
profit from the accounts altogether. 


Another method of accounting for 
depreciation has been designed especi- 
ally to preserve the link between the 
revenue statement and balance sheet. 
This method involves the revaluation of 
fixed assets, e.g. at the end of each 
accounting period, in accordance with 
some index reflecting their changed 
market value. Asset accounts are de- 
bited, and revaluation reserve accounts 
are credited, with amounts required to 
bring the original cost of the assets up 
to current replacement values, and de- 
preciation charges are based on the 
new book values of the assets.’2 There 
is a technical weakness in this pro- 
cedure also, since depreciation charges 





12. An interesting variant of this method, 
a on the capital theories of Hicks and 
Lindahl, has been worked out by the Associa- 
tion of Certified and Corporate Accountants 
working in conjunction with members of the 
Economist Intelligence Unit. See Accounting 
for Inflation (Gee). 
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based on the revised asset values have 
the effect of freeing the revaluation re- 
serve and making it available for dis- 
tribution ; once again amounts that have 
never been recorded as profits become 
available for distribution. This method 
has nevertheless been widely used in 
Europe, and in recent years many Aus- 
tralian companies have revalued on a 
once-for-all basis (the Australian re- 
valuations have usually been accom- 
panied by an issue of bonus shares 
from the revaluation reserve, the inten- 
tion being to protect the equity of 
existing shareholders when it is pro- 
posed to raise fresh capital). Under- 
lying such a procedure, however, is a 
different concept of accounting pro- 
fit from the one we have discussed, 
which regards business income as a 
matter of historical record concerned 
only with the actual transactions of a 
given enterprise. It may be necessary 
to seek such a new concept during a 
period of runaway inflation; but under 
more normal conditions the accounting 
concept of profit discussed above re- 
tains its usefulness. 


Similar arguments apply in respect 
of the suggestions made by H. W. 
Sweeney and others for “stabilised 
accounting” methods, involving sup- 
plementary accounting reports in 
which all items are revalued in terms 
of current prices (usually by reference 
to an index number reflecting changes 
in the general purchasing power of 
money). So long as the price fluctua- 
tions remain moderate, it is unneces- 
sary to go to these lengths, because 
most of the items appearing in the 
revenue statement and balance sheet 
are already expressed in prices of the 
current period. 


Suggested Method of Reconciling 
Accounting Profit and Economic 
Income 


By concentrating our attention on 
fixed assets and stocks, it is possible 
to measure the two concepts of account- 
ing profit and economic income with- 
out introducing any drastic innovations 
in accounting procedures. First it is 
necessary to determine accounting 
profit in the conventional manner. 
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This should be transferred to a sepa- 
rate section of the revenue statement, 
in which adjustments are made to 
bring depreciation and cost of goods 
sold into line with current cost. The 
residual item in this section is econo- 
mic income. The accounting entries 
necessary to record these adjustments 
may be illustrated as follows (assum- 
ing a period of rising prices) : 
1. Profit and Loss Account .. .. .. .. Dr. 
Economic Adjustment Account .. .. Cr. 
Transfer of accounting profit computed on 
the basis of original cost. 
2. Depreciation Adjustment .. .. .. .. Dr. 


Dita: Aan |. oi cic, sa. +4).80. ee 
Replacement Reserve .. .. .. .. .. Cr. 
Adjustments for: (a) depreciation—dif- 
ference between accounting depreciation based 
on the original cost of fixed assets and econo- 
mic depreciation based on current replacement 
values; (b) cost of goods sold—amount re- 
quired to bring the original cost of opening 
stock up to current value. 
8. Economic Adjustment Account .. .. Dr. 
Depreciation Adjustment .. .. .. Cr. 
Stock Adjustment .. .. ... sap Ge. 


Economic adjustments written off. 


4. Economic Adjustment Account .. .. Dr. 
Appropriation Account .. .. .. .. Cr. 


Transfer of economic income. 


For purposes of presentation the 
Revenue Statement would take the 
form illustrated in Table 2. 


The replacement reserve created by 
the economic adjustments will be re 
corded in the Balance Sheet as a capi- 
tal reserve, leaving fixed assets and 
stocks recorded in the Balance Sheet 
on the basis of original cost. In this 
way the link between the Revenue 
Statement and the Balance Sheet will 
be preserved, and accounting profit and 
economic income will be reconciled in 
the accounts as a normal accounting 
procedure. 


The limitations of conventional 
accounting methods may thus be over- 
come without raising any of the tech- 
nical problems involved in the alterna- 
tive procedures discussed above. For 
normal accounting purposes the ac- 
counting concept of profit is clearly 
delineated, whilst a measure of econo- 
mic income is provided to meet the 
requirements of business policy and, 
incidentally, social accounting. The 
important thing to recognise is that 
the economic adjustments should be 
made not as a matter of financial policy, 
but as a normal accounting procedure. 
Like the provision for income tax pay- 
able, they cannot be made until after 
accounting profit has been determined, 
but they should then be made as a 
matter of course. 


In determining the size of the de 
preciation adjustment necessary, there 





TABLE 2 
REVENUE STATEMENT 


1. Trading and Profit and Loss Statement 


Cost of goods sold and depreciation based on original cost in the determination 


of accounting profit. 


2. Economic Adjustment Statement 
Accounting Profit 


Less: Depreciation Adjustment (difference between accounting depreciation 
d on original cost and economic depreciation based on current 


value) 


Stock Adjustment (amount required to bring original cost of opening 


stock 
Equals: Economic Income 
3. Appropriation Statement 
Economic Income 
Less: Income tax payable 


into line with current value) 


Adjustments to reflect financial policy 
Equals: Income Available for Distribution 
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is a problem as to whether current re- 
placement values should be determined 
by reference to a general price index 
or to indices specific to certain broad 
categories of fixed assets. Those who 
argue in favour of the former do so on 
the grounds that this is the simplest 
method and can be universally applied, 
and that the purpose in making the 
adjustment is simply to maintain at a 
constant level the generalised purchas- 
ing power of the firm’s capital. Pro- 
ponents of specific indices reply, how- 
ever, that an enterprise usually has 
certain limited objects and the main- 
tenance of its capital should be con- 
sidered in relation to those objects. If 
the adjustment is made by reference to 
a general index, differences between 
changes in the replacement cost of the 
particular classes of assets used in the 
business and changes in the general 
price level are reflected in economic 
income, and this is undesirable in a 
measure that should be concerned only 
with the current costs of using par- 
ticular assets. For this reason it seems 
desirable to have a number of indices 
for different classes of fixed assets. 
There should be no statistical difficulty 
in the way of this—the Economist In- 
telligence Unit has produced indices 
for nearly twenty classes of equipment, 
which measure the rise in British re- 
placement costs during the last fifteen 
years. The adjustment for stocks does 
not present a problem of finding a 
satisfactory index, since each firm can 
determine the size of the adjustment 
necessary simply by revaluing opening 
stock schedules in terms of the prices 
of the stocks most recently acquired. 


Appropriate Concept for Income Tax 
Purposes 


Finally, it is interesting to digress 
for a moment in order to consider 
which of the two concepts—accounting 
profit or economic income—is the ap- 
propriate concept for purposes of 
Income tax assessment. Having in- 
sisted on the distinction between pro- 

and income, I can leave this 
problem to be decided on its own 
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merits. In my view, however, a reason- 
able case can be made out for basing 
income tax payable by business enter- 
prises on their economic income. In 
the first place it seems undesirable that 
income tax should contribute towards 
capital erosion in industry; or that it 
should be a factor preventing business 
enterprises from maintaining intact (in 
real terms) their future earning power 
(and incidentally their capacity to pay 
future tax). Yet these effects are pro- 
duced by the present policy of basing 
tax on the accounting eoncept of profit. 
Secondly, it may be argued that the 
use of economic income as the appro- 
priate tax concept would be equitable in 
relation to other classes of taxpayers 
in the community. Insofar as private 
individuals own fixed assets, these are 
purchased and replaced out of income, 
and their cost is therefore not a charge 
which has to be taken into account in 
determining income. The assets which 
earn income for bondholders are money 
claims, so that the question of main- 
taining physical assets intact does not 
arise. Landlords, on the other hand, 
should be allowed the full economic 
depreciation on their properties in the 
determination of their taxable incomes. 


Appropriate Concepts for the Social 
Accounts 


Let us now return to the main theme 
of this paper. If business enterprises 
were to present their annual revenue 
statements in the form illustrated in 
Table 2, these statements would pro- 
vide all the information necessary to 
complete the aggregate Production 
Account of enterprises in the social 
accounts (see Table 1). During a 
period of rising prices the amount of 
the stock adjustment would need to be 
added to the trading account value of 
opening stocks in order to arrive at the 
social accounting entry for opening 
stocks. In other words, the accounting 
figures for the reduction in stocks, 
based on original cost, would be writ- 
ten up. for social accounting purposes 
by the amount of the monetary appre- 
ciation in stock values that had occur- 
red. Or if closing stocks happened to 
exceed opening stocks, i.e. if stock 
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accumulation had occurred, the ac- 
counting figures for the increase in 
stocks, based on original cost, would be 
written down by the amount of the 
price appreciation. The social accounts 
will thus record only the physical 
change that has taken place in stocks, 
valued at current prices. 


The item “Depreciation on Capital 
Equipment,” in the Production Account, 
will likewise be the sum of two entries 
in the individual revenue statements, 
depreciation at original cost (the item 
in the profit and loss statement) and 
the depreciation adjustment (the item 
in the economic adjustment statement). 
Depreciation in the social accounts will 
thus be recorded on the basis of cur- 
rent replacement values of assets. 


The item “Business Income” in the 
aggregate Production Account will 
then correspond to “Economic Income” 
in the individual revenue statements, 
i.e. “Accounting Profit” minus: the 
depreciation and stock adjustments. 
Other items in the Production Account 
will be recorded at the values shown in 
the revenue statements. 


Saving and Investment 


For social accounting purposes the 
terms saving and investment derive 
their meaning from the theoretical 
framework formulated by the late 
Lord Keynes in his book, The General 
Theory of Employment, Interest and 
Money. In the Keynesian system aggre- 
gate income equals aggregate expendi- 
ture, the latter item being divided into 
two classes, consumption expenditure 
and investment expenditure. Consump- 
tion expenditure is expenditure by 
final consumers on goods and services, 
whether these are intended for imme- 
diate consumption or not. Investment 
expenditure, or capital formation as it 
is sometimes called, is expenditure on 
goods intended for use in future pro- 
duction processes, and takes two main 
forms, investment in fixed assets and 
increases in stocks. A distinction is 
made between gross investment, or 
total expenditure on capital formation, 
and net investment, or the net addition 
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to the economy’s stock of capital defined 
as gross investment minus allowances 
for depreciation. Saving in _ the 
Keynesian system is defined as aggre 
gate income minus aggregate consump- 
tion, and thus by definition equals in- 
vestment. There are two saving con- 
cepts, gross saving and net saving, 
corresponding to gross investment and 
net investment respectively. 


This equality between saving and 
investment is in fact the same kind of 
equality that we find in the balance 
sheet of an individual firm. The lat 
ter, in effect, lists the funds that have 
been made available to the particular 
enterprise during its lifetime and the 
uses that have been made of those 
funds. In the social accounts, likewise 
it is desired to record the capital funds 
made available to the different sectors 
of the economy during a particular 
period, and the uses made of those 
funds. Insofar as the business enter- 
prise sector of the economy is con- 
cerned, there are two main sources of 
funds, namely saving by the business 
itself and borrowing from other sectors 
of the economy (the term “borrowing” 
needs to be interpreted in a broad sense, 
to include all capital transfers from 
other sectors). Likewise there are two 
major uses to which funds may be 
applied, namely investment in fixed 
assets and stocks, and lending to other 
sectors of the economy. 


Having taken care to maintain the 
link between the revenue statement and 
the balance sheet in the accounts of in- 
dividual businesses, we have automati- 
cally provided values for some of the 
items appearing in the aggregate Capi- 
tal Account of business enterprises. 
Thus the item “Depreciation Provi- 
sions” in the Capital Account is the 
other side of the entry recorded in the 
Production Account for “Depreciation 
on Capital Equipment.” Likewise the 
item ‘Retained Income” is the other 
side of the entry in the Appropriation 
Account, and “Investment in Stocks” 
is the other side of the entry “Reduce 
tion in Stocks” in the Production 
Account (if the item Reduction in Stocks 
is positive, this means that there has 
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been dis-investment in stocks during 
the period,- i.e. Investment in Stocks 
will be negative). 


Measurement of Saving and Investment 
Concepts in the Accounts 


To obtain values for the other items 
in the Capital Account, however, it is 
necessary to compare items in the 
balance sheets of individual firms at 
the beginning and end of the period. 
This task would be greatly simplified 
if all businesses were to prepare, as a 
normal accounting report linking the 
revenue statement and the balance 
sheet, a statement showing the sources 
and disposition of funds during the 
accounting period covered by the re- 
ports. The use of the funds statement 
has long been recommended by ac- 
counting authorities for internal pur- 
poses, because of the light it throws 
on significant changes in the capital 
structure and problems of providing 
finance. If such a statement were to 
be prepared universally, it would pro- 
vide all the information necessary in 
order to measure the social accounting 
concepts of saving, investment, bor- 
rowing and lending that appear in the 


aggregate Capital Account of business 
enterprises (Table 1). 


The funds statement, as used for in- 
ternal accounting purposes, usually 
takes the form illustrated in Table 3. 


Assuming that the revenue state- 
ment of the enterprise in question had 
been prepared in the form of Table 2, 
and that economic adjustments of £500 
for depreciation and £1,000 for stocks 
had been taken into account in deter- 
mining economic income, £6,500, the 
funds statement in Table 3 could be 
rearranged for social accounting as 
shown in Table 4. 


It will be seen that the main groups 
distinguished in Table 4 correspond 
with the Capital Account items in Table 
1. The above statement thus provides 
a link between the private accounting 
reports and the social accounts, and 
permits measurement of the social 
accounting concepts of saving and in- 
vestment by means of aggregation. 
Saving and investment are the two 
items in the social accounts about 
which least is known, so that the use 
of the funds statement for social 
accounting purposes would help to fill 
in a major gap in our knowledge of the 
economy. 





TABLE 3 
Funds Statement for Year Ended 


Sources of Funds 
(a) Net Profit from Operations .. 


Add: Charges not Requiring Funds: " Depreciation Fe SLES oy 


Funds from Operations .. . 


(b) Increases in Paid-up Capital - pe ~ , 
(c) Increases in Current Liabilities .. .. 


Uses of Funds 
(a) Increases in Current foots 
Stocks .. : 


Other Garzent ‘Assets. 4 


(b) Expenditure on Fixed Assets .. .. .. .. 1. 2. 2s ce ee ee 
(ce) Payment of Dividend .. .. .. 2. oc ce cc et 
SO ce be ee 
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TABLE 4 
Funds Statement for Year Ended 


Sources of Funds 
(a) Economic Income .. 


Less: Appropriation of Income 


Dividend . 


Provision for Taxation - 


Retained Income .. .. Aa 
(b) Depreciation Allowances ae 


(c) Total Business Saving . 


£6,500 


5,000 


1,500 
2,500 


£4,000 


(d) Increases in Paid-up Capital vo : 
(e) Increases in Current Liabilities . 


(f) Total Borrowing .. 


Uses of Funds 
(a) Investment in Stocks . 


(b) Investment in Fixed Asuets a 


(c) Total Capital Formation .. 
(d) Increases in Quick Assets .. 
(e) Total Lending .. .. 


60,000 
£64,000 


£19,000 

35,006 
——_——- £54,000 
£10,000 
10,000 


£64,000 





Conclusion 


To sum up, we may say that two 
steps are necessary in order that the 
accounting reports of individual enter- 
prises may reflect the information re- 
quired for social accounting purposes. 
In the first place, the revenue state- 
ment of profit needs to be reconciled in 
the accounts with the economic concept 
of income. This may be done, it was 
suggested, by making adjustments in 
a separate section of the revenue state- 
ment in respect of depreciation and cost 
of goods sold, in order to record these 
two items on the basis of their current 
cost. But although this reconciliation 
enables us to measure cost and income 
concepts of social accounting, it also 
has practical significance for the in- 
dividual business; it overcomes many of 
the limitations of conventional account- 


ing practice and provides information 
of importance to management in mak- 
ing decisions on price and output policy. 
Secondly, individual businesses need to 
prepare a funds statement as a third 
major accounting report. The funds 
statement provides a basis of measur- 
ing saving and investment concepts for 
social accounting purposes, and records 
information of importance to manage 
ment in making decisions on capital 
development and the provision of busi- 
ness finance. By reconciling accounting 
and economic concepts in this way, we 
may thus construct important sections 
of the social accounting framework 
simply by aggregating the final account 
ing reports of individual businesses. 
The same basic data may thus be used 
as a basis both for national economic 
policy and the economic policy of the 
individual firm. 


evo 
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NEWS AND NOTES 


Australian Society of Accountants 


VICTORIAN DIVISION. 


Annual Meeting. 


Approximately 800 members and guests 
attended the annual meeting of the Division 
held at the Royale Ballroom, on 21 March, 
1955. Among the distinguished guests were 
His Excellency, the Governor of Victoria, Sir 
Dallas Brooks, and the Premier of Victoria, 
Mr. John Cain. 


During the business part of the meeting, 
the State President, Mr. J. R. Barber, an- 
nounced the result of the ballot for members 
of the Divisional Council. Those elected were: 
Messrs. J . Barber, C. K. Davies, L. H. 
Dillon, A. McB. Fairfoul, Professor Sir 
Alexander Fitzgerald, Messrs. G. E. Fitz- 

rald, V. L ole, R. E. Gregory, E. A. 
everill, J. Wallace Ross, V. L. Solomon and 
E. T. Spackman. 


In proposing the toast of “The Society,” 
Sir Dallas Brooks confessed that he had 
always been bottom of the class in mathe- 
matics at school but had been top in classics. 
That, he supposed, qualified him to speak to 
accountants. His Excellency congratulated 
the Society on the amalgamation. The pro- 
fession could now speak with one voice and, 
through an excellent series of lectures and 
debates, educate the accountants of tomorrow. 
Furthermore, accountants could now harness 
their efforts to the great development of Vic- 
toria which would continue during the com- 
ing year. 


The Vice-President of the Society, Mr. G. E. 
Fitzgerald, in responding to the toast, said 
that the Society and the Institute of Chartered 
Accountants in Australia had agreed on a 
draft bill for registration of accountants in 
this State, and that the Government had been 
invited to introduce’ the legislation. He 
pointed out that there was one weak link in 
the organization of the profession, namely, 
that the professional societies had no control 
over non-members. There was nothing in the 
statutes to prevent any person, however igno- 
rant of accountancy he may be, from practis- 
ing as an accountant; nor was there anything 
to prevent a person expelled from the Society 
for the most flagrant misconduct from con- 
tinuing in practice. It was in the interests of 
the public and the profession that this state 
of affairs should be corrected, and the only 
way to achieve this was by legislation. In 
conclusion, Mr. Fitzgerald said that the 

lety was gratified by the reception the 
draft bill had received from the Attorney- 
General, Mi. W. Slater, who had promised to 
give it earnest consideration. 
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The toast of “Our Guests” was grepenes by 
the State Vice-President, Mr. V. L. Gole. 
Mr. Jobn Cain, Premier of Victoria, responded. 
Mr. Cain congratulated the Council on the 
attendance and promised that the draft bill 
would receive from the Government the con- 
sideration it deserved. 

During the social part of the evening musi- 
cal items were given by Mr. and Mrs. Alan 
Eddy. 

March Luncheon. 

Mr. George Lee, Editor of the Digest of 
World Reading, was the speaker at the 
March luncheon. Mr. Lee spoke to approxi- 
mately 220 members and guests on the sub- 
ject of “The Northern Territory’s Uranium 

oom.” 

The Territory was a land of gold, cattle, 
uranium and hope, with the emphasis on hope, 
said Mr. Lee. Individualism played an impor- 
tant part in the economy. Cattle had been 
and would be the backbone of the economy, 
and it was to be hoped that the search for 
new minerals would help to open up the 
country. 

Rum Jungle, which Mr. Lee had inspected 
recently, was a prodigious effort and the rate 
of development of the project was amazing. 
Mr. Lee expressed the hope that companies 
formed to explore the uranium deposits would 
spend the large sums they had obtained in 
actually prospecting and developing the area. 
The Territory had suffered in the past by 
reckless speculation in gold mining companies. 
When the boom had burst, there was little to 
show for the money that had been spent, and 
the basic industries of the Territory had suf- 
fered. 

Mr. Lee was thanked for his address by 
Mr. V. L. Gole, the State Vice-President. 


Divisional Council Elections. 

At a meeting of the Divisional Council held 
on 29 March, the following office-bearers were 
elected: State President, Mr. V. L. Gole; State 
Vice-President, Mr. V. L. Solomon; Hon. 
Treasurer, Mr. J. Wallace Ross. Mr. C. K. 
Davies was elected one of the representa- 
tives of the Division on General Council, the 
other three representatives ay | Professor 
Sir Alexander Fitzgerald, Mr. G. E. Fitz- 
gerald and Mr. R. E. Gregory. 


Annual Divine’ Services. 

The Divisional Council has joined with kin- 
dred institutes in sponsoring the third series 
of Divine Services to be held for members of 
the accountancy and secretarial professions 
and their relatives and friends. e services 
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to be held this year in Melbourne, on Monday, 
9 May, 1955, will be: 
St. Patrick’s Cathedral: Mass, 8 a.m. 
St. Paul’s Cathedral: Evensong, 5 p.m. 
“Family Circle” Discussions. 

The speaker at the March meeting of the 
“Family Circle,” which, incidentally, has 
grown to rather more than normal family size, 
was Mr. H. W. Harris, Office Manager and 
Chief Accountant of Foy & Gibson Ltd. His 
subject was “Modern Developments in Inter- 
nal Auditing,” and his address has been pub- 
lished in full elsewhere in this issue. 

Autumn Series of Lectures. 

The Divisional Council has gone ahead with 
the planning of this year’s series of lectures, 
which it is expected will prove as popular as 
the 1954 series on “Long Service Leave.” As 
mentioned previously, the lectures will be on 
the general subject of business finance. 


Personal. 

Mr. W. A. Woodall, A.A.S.A., formerly of 
the staff of Messrs. Cook, Tomlins & Mirams, 
Chartered Accountants (Aust.), has been 
appointed Secretary of Barlow Ceramics 
Ltd., of Melbourne. 

Messrs. R. H. Walford & Co., Public Ac- 
countants, of 312 Flinders Street, Melbourne, 
announce that Mr. Norman H. Mills, Char- 
tered Accountant (Aust.), was admitted to 


a on 1 April, 1955. Mr. Mills has 
en associated with the firm since 1946. 


Geelong Branch. 

The second annual meeting and dinner of 
the Geelong Branch was held on 23 Februa 
at Aberdeen House. Members of the Divi- 
sional Council, of the Ballarat Branch, and 
of kindred societies were present. 

Mr. A. J. Cruickshank, a member of the 
Branch Council, proposed the toast of “The 
Divisional Council and Branch Councils of 
the Australian Society of Accountants.” He 
said that the term “profession” implied ser- 
vice to the community, and accountants must 
ensure that the ethical standards of their 

rofession were maintained at the highest 
evel. Mr. L. H. Dillon, of the Victorian 
Divisional Council, responded. 

The annual report of the Branch, which 
showed increased membership and a satisfac- 
tory financial position; was adopted. 


Latrobe Valley Branch. 


The annual general meeting was held on 22 
February in the Morwell Shire Hall and was 
attended by 22 Branch members, four mem- 
bers of Divisional Council, and representa- 
tives of other organizations. 

Mr. V. L. Gole, the State Vice-President, 
delivered a most informative address on the 
subject of “Trends in Published Accounts.” 
Members showed a sincere appreciation of 
this address, and the Chairman in his report 
said that speakers from Melbourne were 
— very welcome at meetings of this 
small but growing Branch. 
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Retiring councillors were re-elected, and 
at the conclusion of the meeting a very plea- 
sant social evening was enjoyed. 


Bendigo Branch. 

The annual meeting and social gathering of 
the Branch was held on 19 February and was 
well attended. Representatives of Divisional 
Council and leaders of the business commu- 
nity were present. 


The annual report and financial statements 
of the Branch disclosed a very satisfactory 
position. 


Mr. L. H. Dillon, of the Victorian Divisional 
Council, gave an informative address on the 
subject of “Long Service Leave,” which pro- 
voked considerable discussion among those 
who attended the meeting. 


The meeting and address were followed by 
musical items and supper. 


Ballarat Branch. 


The second annual general meeting of the 
members of the Ballarat Branch was held on 
28 February. Mr. T. E. Barnes, Chairman of 
the Branch Council, presided and welcomed 
Mr. R. E. Gregory and Mr. C. K. Davies, of 
Melbourne, representing General Council and 
Victorian Divisional Council respectively. 


Following the general meeting, a dinner 
and social evening was held at “The Ballarat 
Wattle.” Representatives of the General 
Council of the Society, the Victorian Divi- 
sional Council and of the Geelong Branch 
were present, together with other guests re- 
presenting civic, parliamentary, educational 
and financial institutions. A good attendance 
of members brought the total number present 
up to 70. 


The Branch Chairman, Mr. T. E. Barnes, 
welcomed the guests and introduced several 
new members of the Branch including four 
newly qualified members. In a review 
Branch activities in 1954, Mr. Barnes pointed 
to the growth of Branch membership to the 
present number of 87, and also expressed the 
satisfaction of Branch Council at the excel- 
lent attendances throughout the year at the 
various lectures arranged for members. The 
Branch Council had again donated a prize 
to the best Intermediate accounting student 
at the School of Mines and Industries and it 
was announced that Mr. Colin Prowse had 
won this award which had been keenly com- 
peted for by a large number of the anergy | 
students at the school. Mr. Barnes clo 
with an interesting and brief review of the 
highlights in the economic growth of the Com- 
monwealth during 1954. 

The Mayor of the City of Ballarat, Coun- 
cillor Alan C. Pittard, proposed the m 
toast of the evening: “The Australian Society 
of Accountants.” Councillor Pittard drew 
attention to the individual responsibility 
accepted by accountants as members of t 
community and pointed out the growing im- 
portance of the accountant as a very essen 
cog in the wheels of progress. 
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Responses to the toast were made by Mr. 
R. E. Gregory for General Council, Mr. L. H. 
Dillon for Victorian Divisional Council, and 
by Mr. B. C. Henshaw, Chairman of the 
Geelong Branch Council. Mr. W. M. Cuthbert- 
son, Branch Deputy Chairman, submitted the 
toast of the guests. Responses were made 
by Mr. J. J. Sheehan, M.L.A., and Mr. W. 
Gordon Smith, Senior Vice-President, Greater 
Ballarat Association. Musical items were 
rendered by Mr. and Mrs. A. Tuuri. 


Additions to Central Library—Melbourne. 
Accountancy. 


Australian accountancy progress, 1954—A. A. 
Fitzgerald and others, eds. 

Management accounting; an outline of its 
nature and purpose, 1954—Institute of 
Chartered Accountants in England and 
Wales. 

Management accounting—a concise appraisal, 
1954—Association of Certified and Cor- 
porate Accountants. 

Outline of petroleum-industry accounting, 
1954—American Petroleum Institute. 

Uniform system of accounts for clubs, 1954— 
Club Managers’ Association of America. 

Branch accounts, 1954—C. A. Reid. 

The American Association of Public Accoun- 
tants: its first twenty years 1886-1906, 
1954—N. E. Webster. 


Costing. 

Cost accounting, 4th ed., 1953—W. B. Law- 
rence. 

Cost accounting, 3rd ed., 1954—J. G. Blocker 
and W. K. Weltmer. 

An introduction to cost accountancy, Vols. 2 
and 3, 1954—R. W. Dobson. 

Pricing and estimating methods for the box- 
board container industry, 1953—N. J. Elliott. 

The technique and practice of costing for the 
rubber manufacturing industry, 1954—Fede- 
ration of British Rubber Manufacturers’ 
Associations. 


Auditing. 
Auditing, 1954—E. L. Kohler. 


Business Organization and Management. 


The growth and development of executives, 
1950—M. L. Mace. 

A manual of style, 1952—University of 
Chicago Press. 

Financial public relations for the business 
corporation, 1954—H. S. Hettinger. 

A handbook of small business finance, 1954— 
R. B. Tower. 

The writings of the Gilbreths, 1953—W. R. 
Spriegel and C. E. Meyers eds. 
ce management and control, rev. ed., 1958 
—G. R. Terry. 

Complete secretary’s handbook, 1951—L. Doris 
and B. M. Miller. 

Modernizing office procedures, 1952—R. L. 
Peterson. 

How to write reports, 1954—C. D. Linton. 
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Economics. 


Better employment relations and other essays 
in labour, 1954—O. deR. Foenander. 


Taxation. 
Gold Coast income tax, 1954—S. P. Brewster. 
Law. 


The legal mind, 1954—G. Abrahams. 

Company direction—an introduction to the 
direction of manufacturing companies, 1954 
—J. Seymour. 


NEW SOUTH WALES DIVISION. 
Annual Meeting. 


The ordinary general meeting of members 
was held in the Society’s Conference Room 
on Monday, 21 March, 1955, at 5.15 p.m. The 
State President, Mr. W. P. Henson, occupied 
the chair and there was an attendance of 45 
members. 

The Chairman gave a résumé of the activi- 
ties of the Division during 1954 and moved 
os — of the annual report which was 
ca. ; 


The report of the Returning Officer and 
the Scrutineer on the ballot for the Divi- 
sional Council was received and the Chairman 
declared, as a result of the ballot, the fol- 
lowing 12 members elected to the Council: 
Messrs. E. A. ou, A. S. Deane, A. E. Dent, 
W. P. . R. Hicking, H. R. i 
N. B. Lewis, W. G. Middleton, C. M. Orr, 
O. H. Paton, F. H. Talbot and R. K. Yorston. 

As there was only one nomination for the 
osition of Auditor, the Chairman declared 

r. H. C. E. Wilton, F.A.S.A., duly elected 
to the position. 


Members’ Luncheon. 


The first members’ luncheon for 1955 was 
held at the Trocadero on Wednesday, 9 March. 
The est speaker was the President of the 
Rural Bank of New South Wales, Mr. C. R. 
McKerihan, who gave a most informative 
address entitled “Future Prospects.” He 
spoke on the economic prospects of New 

outh Wales and Australia and painted a 
very bright outlook for the future. 

A vote of thanks to the speaker for his in- 
structive address was moved by the Hon. 
Treasurer, Mr. C. M. Orr, and carried enthu- 
siastically. 

Canberra Branch. 

There was a record attendance of 54 mem- 
bers of the Branch at the second annual 
meeting held at the Hotel Ainslie-Rex on 
Wednesday, 9 March, 1955. 

The Branch Chairman, Mr. H. E. Bishop, re- 
ported that members had maintained their 
interest in the activities of the Branch 
throughout the year. He expressed his plea- 
sure that the N.S.W. Vice-President, Mr. 
E. A. Cupit, had »<- been selected to repre- 
sent the N.S.W. Divisional Council at the 
meeting. Relations between the Branch and 
the Council had been most cordial. 


Three members of the Branch Council re- 
tired in accordance with Rule 7. Messrs. 
L. R. Kentwell, B. E. Owens and A. H. Wicks 
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were elected to fill the vacancies. Mr. W. 
Parker was re-elected Auditor. 


Broken Hill Branch. 


Over 60 members and students, including 
the State President, Mr. W. P. Henson, and 
the State Vice-President, Mr. E. A. Cupit, 
were present at the Freemasons Hotel on 
Friday, 25 February, for the second annual 
meeting of the Broken Hill Branch and for 
the lecture afterwards. 

In presenting his second annual report, the 
Branch Chairman, Mr. Cyril G. Davison, said 
1954 had been a very successful year. Mem- 
bership had increased to 54, mainly because 
14 new accountants had qualified during the 
year. Many more students had enrolled and 
that augured well for the future of the 
Branch. 

Messrs. Cyril G. Davison, W. L. Burke, C. 
Crowley, R. H. Doherty, A. D. Hoskins, R. H. 
Nankivel, J. O. Nicholson and W. H. Paviour 
were elected members of the Branch Council 
for 1955. Mr. J. C. Biggs was re-appointed 
Auditor and Mr. J. F. Field, Secretary. 

After the meeting, Mr. Henson showed 
many lantern slides illustrating special 
features of his recent tour of the United 
States of America and Canada. In his 
address, Mr. Henson commented favourabl 
upon the strength of the local Branch, which 
he said was one of the most active in New 
South Wales. 

The State Vice-President, Mr. E. A. Cupit, 
who is President of the Students’ Society and 
of the State Research Committee, also com- 
mented favourably on the successful examina- 
tion results from Broken Hill. 

Two local students, Messrs. A. R. Edwards 
and W. A. Pursche, Secretary of the local 
Students’ Society, were introduced to the 
visitors. Both students had obtained first place 
in Australia at examinations during the year. 

In moving a vote of thanks to the two visi- 
tors, the Deputy Branch Chairman, Mr. W. L. 
Burke, said they were both busy men and 
their ae was greatly appreciated by the 
local Branch. 


Newcastle Branch. 


On Tuesday, 4 March, the occasion of the 
annual meeting of the Branch, a half-day 
conference was arranged by the Branch Coun- 


cil. 

In the afternoon, a lecture was given by 
Mr. R. K. Yorston, B.Com., F.A.S.A., entitled 
“Accounting Under the Companies Acts.” 
There were two official commentators on the 


aper—Messrs. W. P. Henson, F.A.S.A., State 

sident, and Mr. H. J. Tapner, A.C.LS., 
Cost Accountant of Lysaght’s Works Pty. 
Ltd. At the conclusion of the lecture, there 
was a short recess and at 6 p.m. the formal 
business of the annual meeting commenced. 
The meeting closed at 7 p.m. and members 
adjourned to the banquet room of the Great 
Northern Hotel for the members’ dinner. 
Guests at the dinner included the Lord Mayor 
of Newcastle, Alderman F. H. Purdue; Mr. 
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W. P. Henson, State President; Mr. T. A, 
Vasey, President of the Newcastle Chamber 
of Commerce: Mr. R. K. Yorston; Mr. H. J, 
Tapner; the State Registrar, Mr. B. L. Hors- 
ley and Mrs. Horsley. 

The toast of the Society was proposed by 
the Lord Mayor of Newcastle, and the State 
President, Mr. W. P. Henson, responded. The 
toast to the guests was proposed by Mr. 
P. C. Wyatt, the Deputy Branch Chairman, 
and there were suitable responses from the 
guests. 

Personal. 

Notification has been received that Mr. 
A. K. Paterson, F.A.S.A., of Messrs. Jamieson, 
Paterson & Co., 10 Martin Place, Sydney, has 
taken into partnership Mr. K . Shields. 
The firm name will remain unchanged. 


QUEENSLAND DIVISION. 


Toowoomba Branch. 

The annual meeting of members of the 
Toowoomba Branch was held on Friday, 25 
February, at 8 p.m., at the Cafe Alexandra 
Rooms, Ruthven Street. Mr. R. E. Ross pre- 
sided and presented his report on the activi- 
ties of the Branch following its formation in 
May, 1954. He gave details of activities being 
arranged by the Branch Council for the en- 
suing year and requested the support of 
members in making these activities a success. 

Messrs. A. Applegarth, K. B. Fowler, R. E. 
Ross, S. T. Bradshaw, J. W. McIntyre, W. 
Hoskins and P. J. Seymour were elected mem- 
bers of the Branch Council for the ensuing 
year. Mr. L. D. Board was elected Auditor. 


Rockhampton Branch. 

The annual meeting of members of the 
Rockhampton Branch was held on Monday, 21 
February, 1955, at Commerce House, East 
Street, Rockhampton. Mr. M. A. South pre- 
sided and welcomed all members who had 
made the effort to attend, particularly in 
view of the unsatisfactory weather conditions 
with consequent risks of flooding. 

The annual report was presented, and the 
Chairman expressed appreciation to Mr. Tan- 
nock for acting as Chairman during his 
absence overseas. 

At the conclusion of the formal business, 
Mr. South addressed members on various 
aspects of his visit abroad, and gave a di 
tailed description of the Underground Rail- 
way System in London, which proved of great 
interest to all present. A vote of thanks to 
Mr. South for his address was moved by Mr. 
T. R. Harwood and carried with acclamation. 

Mr. Harwood then exhibited colour films of 
the floods in Rockhampton, the opening of 
the new Fitzroy Bridge, Blair Athol Coa 
Mines, Local Cattle Sales and the Royal Visit 
to Rockhampton. Members suitably conveyed 
to Mr. Harwood their appreciation of his 
gesture in presenting these films. 

Messrs. M South, A. F. Tannock, C. J. 


F. S. Sandell, A. J. Watt and W. S. 

were elected members of the Branch Council 
for the ensuing year. Mr. Williams was 
elected Honorary Auditor. 
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SOUTH AUSTRALIAN DIVISION. 
Annual Meeting. 

The State President, Mr. G. F. George, 
presided at the ordinary — meeting of 
the Division held at the Myer Apollo Dining 
Hall on stay L 25 March. The meeting, which 
was followed by a Smoke Social, was attended 
by over 200 members. 

The President made special reference to 
the seven members of the Divisional Council 
who were not seeking re-election, with par- 
ticular reference to Mr. Edgar Sabine, who 
had served on the Councils of his former 
Institute and of the Society for a total period 
of 41 years. Retiring members were Messrs. 
E. Sabine, A. C. Lewis, R. B. Brindal, F. C. 
Drew, W. H. Cowper, A. F. Hocking and 
R. R. W. Ingleton. 

The President informed the meeting of the 
rovisions in the Articles of Association which 
imited the number of members of Divisional 
Councils to twelve. The new Council was 
then declared elected and comprises the fol- 
lowing: Messrs. G. F. George, L. A. Brad- 
dock, L. G. Bushby, C. L. Hargrave, W. St. B. 

B. R. Macklin, R. L. Mathews, G. F. 
, J. A. Keenan, D. P. Williams, L. H. 
Duncan and E. Mostyn Garrett. 

Following the business meeting, represen- 
tatives of the University of Adelaide, South 
Australian School of Mines, Chamber of 
Manufactures, Chamber of Commerce and 
kindred associations were entertained at the 
Smoke Social. 


; Complimentary Dinner. 

ewer | members of the South Australian 
Divisional Council were given a complimen- 
tary dinner at the Southern Cross Hotel on 
18 March. 

The State President, Mr. G. F. George, re- 
ferred to the fact that the retiring Council- 
lors had given a total of 90 years’ service 
to their former Institutes and to the Society. 


Research Committee, 

The inaugural meeting of the South Aus- 
tralian Research Committee was held on 9 
March, and the Divisional Council subse- 
quently appointed the following members to 

e Committee: Mr. B. R. Macklin, Chairman, 
Messrs. R. L. Mathews, Guy Kerr, R. S. How- 
land, J. M. Jones, M. G. Kennedy, L. G. 
Adam and H. L, Harrison. 

The Committee has decided to undertake 
research into the following subjects: 

(1) The effect of inflation on the capital 
structure of companies. 
(2) Stock valuation methods. 

The Committee is anxious to obtain the 
help of members interested in research pro- 
jects, and those interested are invited to sub- 
mit their names to the State Registrar. The 
Committee is hopeful that it will be possible 

arrange week-end congresses at which 
some of its findings will be presented. 


Personal. 
Mr. C. R. S. Colyer, A.A.S.A., has been 
pointed General Manager of the Electricity 
t of South Australia. 
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The promotion to honorary lieutenant- 
colonel, retired list, of Lieut.-Col. A. C. Bray, 
former second-in-command of 16th National 
Service Training Battalion at Woodside, has 
been announced. Lieut.-Col. Bray is now pub- 
lic relations officer of the South Australian 
Branch of the Australian Red Cross Society. 

Mr. J. Leaker, A.A.S.A., has been appointed 
secretary of the Stock Exchange of Adelaide. 
Mr. Leaker has been on the staff of the Eng- 
lish, Seottish and Australian Bank Ltd. for 
18 years. He will succeed Mr. W. G. F. 
McCulloch, F.A.S.A., who has resigned to 
y: the staff of Messrs. Gavin F. Gardner 


0. 
Mr. J. L. Cornish, A.A.S.A., a director of 
J. N. Taylor & Co. Ltd., left Adelaide on 19 
March to visit the British Industries Fair at 
Birmingham, and also to study merchandising 
methods abroad. 

Mr. H. S. Walker, A.A.S.A., has been 
appointed an alternate director of Lenroc 
Limited. 

Obituary. 

We record with regret the death of Mr. 
Alick Thomas, who was killed in tragic cir- 
cumstances when returning from a holiday in 
Melbourne. Mr. Thomas was a member of 


the State Board of the former Federal Insti- 
tute of Accountants for 14 years, and was 
Chairman of the Board from 1942 to 1944. 


AUSTRALIAN ACCOUNTANTS STUDENTS’ 
SOCIETY. 


VICTORIAN DIVISION. 
March Meeting. . 

In considering the form of proceedings for 
the meeting on 7 March, it was felt desirable 
to make a slight change from the debate as 
originally envisaged and a symposium was 
therefore arranged on “Practical Applica- 
tions of Accounting.” The following three 
speakers took part, and the Council records 
its appreciation to each of them for giving 
of their time and experience for the benefit 
of members: Mr. B. W. Ruffels, A.A.S.A., 
F.C.A.A., “Accounting for Management”; Mr. 
R. E. C. Maskell, F.A.S.A., “Accounting for 
Employees”; Mr. V. L. Gole, F.A.S.A., 
A.C.LS., A.C.A.A., “Accounting for Share- 
holders.” 


SOUTH AUSTRALIAN DIVISION 

On 29 March, members of the Society were 
privileged to visit the works of Chrysler Aus- 
tralia Limited, where they were able to wit- 
ness in operation the immense machinery re- 

uired by an organization of this size to pro- 

p motor bodies for the Australian market. 
The evening was completed with a brief ré- 
sumé of the costing system, and our thanks 
are extended to Mr. L. Scholz, A.A.S.A., for 
arranging this visit. ‘ 

The annual general meeting will be held 
at the Curzon Theatrette, Gawler Place, 
Adelaide, on Monday, 23 May, at 8 p.m, At 
the conclusion of the business, Mr. L. A. Brad- 
dock, F.A.S.A., Vice-President of the South 
Australian Division of the Australian Society 
of Accountants, will address members on 
some aspects of his recent overseas tour. 





End Pages 
by 
Angus ohiatenthee 


YOUR SEAL IS DOOMED. 


On a recent lawful occasion, I had 
to bring with me an old-fashioned com- 
pany seal on a journey of several hun- 
dred miles. The seal was of consider- 
able weight; the journey involved 
many changes of transport; by the 
time I had returned the lump of iron 
to its permanent home I was heartily 
tired of the thing. 


In such times of irritation, I am 
prompted to repeat the famous question 
of James Harvey Robinson: “How did 
we get like that?” Common Law re- 
quires in two instances that a contract 
shall be made under seal :— 


(a) A gratuitous promise, or con- 
tract in which there is no con- 
sideration for the promise made 
on one side and accepted on the 
other, is void unless made under 
seal. 


A corporation aggregate can 
only be bound by contracts 
under the corporate seal. 


(b) 


To the second rule, there are so 
many exceptions that it may be said, 
with truth, that the exceptions now 
swamp the rule. In the case of com- 
panies, a contract which, if made be- 
tween private persons, would by law 
be valid although made by parol only, 
and not reduced into writing, may also 
be made by parol on behalf of the com- 
pany by any person acting under ex- 
press or implied authority. The same 
applies to a contract required to be in 
writing and signed (but not under 
seal)—see s. 348 of N.S.W. Companies 
Act 1936, and corresponding provisions 
of other State Acts. 
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The justification for the Common 
Law rule concerning the use of a 
seal by a corporation aggregate is 
contained in the following passage 
from the judgment in Mayor of 
Ludlow v. Charlton (M. & W. 815): 
“The seal is the only authentic evi- 
dence of what the corporation has 
done, or agreed to do. The resolution 
of a meeting however numerously at- 
tended is, after all, not the act of the 
whole body. Every member knows 
he is bound by what is done under the 
common seal and by nothing else. It 
is a great mistake, therefore, to speak 
of the necessity for a seal as a relic of 
ignorant times. It is no such thing. 
Either a seal, or some substitute for a 
seal, which by law shall be taken as 
conclusively evidencing the sense of 
the whole body corporate, is a neces- 
sity inherent in the very nature of a 
corporation.” ; 


The Common Law is not akin to the 
Ten Commandments; it is not a Divine 
set of rules; it is an evolutionary pro- 
cess. So we are entitled to ask: how 
did the Common Law get like that? 
To find the answer, we must go back to 
pre-history, to an age far beyond that 
in which writing was invented. 


The three ages of mankind are (a) 
savagery (when man was simply a 
hunter or “food gatherer” who lived 
like any other beast of prey or para- 
site); (b) barbarism (when, about 
10,000 years ago, man began to culti- 
vate plants and breed domestic anl- 
mals, when he became a “food pro 
ducer”); and (c) civilisation (when, 
about 5,000 years ago, farmers pro 
duced a surplus of food for use by 
urban communities of craftsmen, mer- 
chants, and such hangers-on as priests, 
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officials and accountants. The collec- 
tion and distribution of these surpluses 
required records; writing was _ in- 
vented; recorded history begins; the 
accountant is born). The savage used 
flint and other stones as tools, the bar- 
barian also used stone implements, but 
later began to use copper, first beaten, 
then cast; civilised man during the 
first two thousand years used both cop- 
per and bronze; after that came the 
iron age. 

The savage clansmen were related 
by mystical descent from the “totem” 
ancestors. The totem was usually an 
edible animal, insect or plant. With 
the advent of the copper age or higher 
barbarism came the amulet with its 
magic patterns and representations of 
the totem. These magic patterns 
could be used as seals which could be 
stamped on a lump of clay affixed to 
a jar-stopper or bundle. The pattern, 
with its magic, was thus transferred 
to the clay, put a “tabu” on the jar or 
bundle and marked it as the property 
of the owner of the amulet-seal 
(Childe). And, lo, the seal was born. 


When, today, an individual executes 
a deed he is supposed, after signing 
the document, to put his finger on the 
little red circular piece of adhesive 
confetti and utter or mutter the 
words: “I deliver this as my act and 
deed”. With finger and tongue he thus 
identifies himself with the seal, and by 
& process short of transubstantiation 
becomes part of the wafer. My first 
master of nearly 50 years ago insisted 
on the party saying the magic words, 
but I doubt if the abracadabra is much 
muttered today. 


When a company’s seal is affixed by 
means of the iron torture boot, it is 
desirable for the directors to sign be- 
forehand. If signed afterwards, the 


signature acquires a drunken leer 
when written over the embossing. 
Directors may drink, but they must not 
appear to be drunk. 


The seal is, with respect, more than 
“a relic of ignorant times”; it is a relic 
of a barbaric age before the dawn of 
recorded history, before the advent of 
the written word. However, my quar- 
rel is not with the use of the seal by 
corporations or individuals. What I 
object to is that lump of iron which 
must, on occasion, be transported great 
distances for the purpose of trans- 
ferring wealth from the jaws of one 
alligator to another not quite so raven- 
ous. 


The small rubber stamp may now be 
used in place of the heavy iron em- 
bossed seal, and I hope all newly 
formed companies have adopted this 
useful form of rubber goods. Older 
companies burdened with this relic of 
the Iron Age may scrap the totem- 
amulet-seal and change over to the 
modern rubber stamp. 


In odd utilitarian moments, I feel 
a desire that these notes might on oc- 
casion be of some slight use. It is 
the same impulse that prompted the 
gentle grafter to leave some little ob- 
ject on the mantelpiece. To those 
companies which desire to transfer 
from the Iron Age to the Rubber Age, 
I suggest that the change can be ef- 
fected by a resolution of the directors 
along the following lines:— 


“It was resolved that the common 
seal of the company heretofore in 
use be no longer used as such and 
that the company’s name be re- 
moved therefrom and that the pro- 
posed new common seal submitted 
to this meeting (an impress of which 
appears in the margin hereof) be 
hereby adopted from the date hereof 
as the common seal of the company”. 


Cro 
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PROFESSIONAL NOTICES 


Professional Classified Advertisements in re 
nerships, etc., may be inserted at 5/- @ line (minimum 15/-). 


ACCOUNTANT required by old established 
Geelong firm of Estate Agents and Account- 
ants. An excellent opportunity for any ap- 
plicant either male or female with satisfactory 
qualifications and experience, permanent 
position under congenial conditions. Further 
prospects will be discussed with successful 
applicant. All applications will be treated in 
strictest confidence. Reply by letter only 
stating age, experience and qualifications with 
copies only of references as character and 
ability to “Confidential,” J. F. Frier & Son, 
12 James Street, Geelong. 

ACCOUNTANT WANTED capable of being 
in charge of medium size city practice in 
Sydney. We require qualified man thoroughly 
familiar with all aspects of Public Practice 
who has the personal qualities necessary to 
deal with Clients and Staff. This is an ex- 
cellent opportunity for a younger man who 
has initiative and executive ability. Partner- 
ship propositions will also be considered. Re- 
ply confidentially with full details to No. 188, 
e/- Australian Society of Accountants, 5 
Bligh Street, Sydney 

ACCOUNTANCY * PRACTICE or part or 
small number of clients wanted Sydney or 
nearby. LU 2536, FA 2302, FA 2759, JA 8334. 

ACCOUNTANCY PRACTICE FOR SALE 
in progressive City less than 100 miles of 
Sydney. Gross Fees £2,500 and capable of 
substantial increase by energetic practitioner. 
Replies to No. 190, c/- Australian Society of 
Accountants, 5 Bligh Street, Sydney. 








t of office space, positions wanted, pa 


ADVANCED ACCOUNTANCY STUDS 
with extensive taxation and general pract 
in sheep/cattle area seeks position, area { 
ferred Rockhampton to Coolangatta or Da 
Downs. Reply “Student,” c/- Austral 
Society of Accountants, Box 457F, G.Ps 
Brisbane. 

ASSOCIATE, well qualified, expe 
gained predominantly in country practi 
Queensland, seeks partnership. Prepared. 
go anywhere. ben ogg I accommodation for § 
and family. to “Associate,” c/- 
tralian Society nd Accountants, Box 
G.P.O., Brisbane. 

PARTNERSHIP available in well 
lished city practice in Sydney to a thoroug 
experienced and competent man. Cash | 
quired £1,500. Reply to No. 189, c/- 
tralian Society of Accountants, 5 Bligh St 


Sydney. 

PARTNERSHIP OFFERED. Practising 
countant offers amalgamation on partne 
basis to young Accountant with Practice 
Brisbane having turnover of approximat@ 
£2,000 per annum. Excelleni; office 
modation. Centrally situated. Save overhe 
Enquiries to “Partnership,” c/- Aus 
Society of Accountants, Empire House, 
Street, Brisbane. 

SENIOR LECTURER in Financial 
counting one evening weekly (3 hours) ¢ 
mencing mid-May. Apply stating qualifi 
tions to Stott’s Business College, 96 Ru 
Street, Melbourne, C.1. 


Uy 


ASSISTANT INTERNAL AUDITOR 


for 
Trans-Australia Airlines 


Based at Head Office Melbourne 
with periodical Australia wide inspection visits. 


COMMENCING SALARY ABOUT £1,400 PER ANNUM. 
Desirable Qualifications :— 


SOUND JUDGMENT 


BUSINESS KNOWLEDGE 
AUDITING EXPERIENCE 
MEMBERSHIP OF AN ACCOUNTING INSTITUTE 


Successful applicant will be eligible for Superannuation and Furlough. 


Confidential written applications stating age, qualifications, experience etc. should 
be addressed to — Staff Officer, Trans-Australia Airlines, 339 Swanston Street, Melbourne. ~ 
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